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Afternoon Session [574] 

Q. Now, I would like to go back with you to 
the time of the first transaction in Pacific history, 
that is, the acquisition of the properties from 
American in 1910. 

In the first place, there was at that time an in- 
termediary used in the transaction, was there not? 

A. <As between American 

Q@. As between American and Pacific? [577] 

A. Yes. 

Q. That intermediary, as disclosed by the min- 
utes of July 23, Exhibit 20, was Mr. Weld M. 
Stevens? A. Weld M. Stevens. 

Q. Mr. Stevens was a member of the firm, or 
an employee of the firm of Simpson, Thatcher & 
‘Bartlett, was he not? 

m=. I dont know. 

Mr. Laing: I will concede he was a member 
of that firm or office. 
iby Air. Slaff: 

Q. What was the purpose of using an inter- 
mediary in this transaction? 

A. I really don’t know. 

Q. «As far as you have been able to ascertain, 
was any useful purpose served by using an inter- 
mediary ? 

A. I did not examine into that at all; as I say, 
I don’t know about that. 

©. You then, I take it, did not go into this 
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phase of the original transaction and try to get 
any further information as to that particular phase? 

A. As to the use of the intermediary, no, I did 
not. 

Q. In what state was Pacific Power & Light 
incorporated ? A. State of Maine. [578] 

Q. And, of course, it was incorporated or caused 
to be incorporated by the American? 

A. I believe so. 

Q. And the purpose of the incorporation of the 
Pacific was to have a company take over certain 
properties that had been bought up by American 
here in the northwest; is that correct? Is that 
correct, essentially, and to operate those properties? 

A. Yes, I think so; and, I think, to assemble 
the properties and to operate them; they are one 
and the same thing. I think that is correct. They 
are part of the same transaction. 

Q. Pacific was incorporated, was it not, in July 
of 1910? A. June 16, 1910. 

Q. Now, a few months prior to that time Ameri- 
can had caused to be incorporated two other cor- 
porations to take over certain properties, which 
it had acquired here in the northwest; is that 
correct ? 

A. Yes, there were two corporations. 

Q. And one of those was the Columbia Power 
& Light Company? 

A. Yes, the Columbia Power & Light Com- 
pany, and the Yakima-Pasco Power Company. 
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Q. Now, according to page 40 of your Exhibit 
15,— __ [579] 

A. (interposing) Page 40? 

Q. Yes. According to that, the Columbia Power 
& Light Company was incorporated April 20, 1910 
by Mr. E. M. Scanlon and James C. Stapleton? 

A. I believe it was April 28. 

Q. April 28, 1910? A. Yes. 

Q. Under the laws of the State of Washington, 
with an authorized capital stock of 23.000,000, 30,000 
shares at £100 each; that is correct, is it not? 

A. I believe so, ves. 

Q. And Mr. Stapleton was an attorney, was 
he not, here in Oregon? 

Mr. Laing: He lived in Vancouver. He was 
a practicing attorney at Vancouver, and Mr. Scan- 
lon, I think, was associated with him in his of- 
fice. 


By Mr. Slaff: 

Q. When the statement is made that the Co- 
lumbia Power & Light Company was incorporated 
by Messrs. Scanlon and Stapleton. that merely sets 
out the formal incorporators of that company: is 
that right? A. That is right. 

Q. And so, too. when a similar statement is 
made at page 56 of vour exhibit, at the bottom, 
that the Yakima-Pasco Power Company was in- 
corporated March 31, 1910, by Mr. E. M. [580] 
Seanlon and James C. Stapleton, under the laws 
of the State of Washington, with an authorized 
eapital stock of $3,000,000, divided into 30,000 
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shares, par value $100 each, again you are merely 
stating the nominal incorporators of that company ? 

A. That is correct. 

Mr. Laing: Mr. Slaff, we are prepared to con- 
cede that those two companies were incorporated 
at the instance of the American Power & Light 
Company, or, in effect, by it as a temporary gather- 
ing place for the properties which they expected 
to turn over to the Pacific. 


By Mr. Slaff: 

Q. I take it that you agree with that state- 
ment, Mr. Laing has just made? 

A. That is my understanding, yes. 

Q. When did American come into this territory, 
or, rather, first start buying property in this ter- 
ritory ? 

A. I believe their first purchase was the Astoria 
Electric properties. 

Q. About when was that, Mr. Neill? 

A. That was either in 1909 or 1910. 

@. Prior to that time the American had owned 
no properties up here in this neighborhood, had 
it? A. I believe not. 

Q. Now, after it acquired the properties which 
ultimately came over to the Pacific, certain of 
those [581] properties went over to the Columbia 
Power & Light Company; is that right? 

A. Yes; the Columbia Power & Light Com- 
pany; that is, that corporation for a short time 
held a certain group of properties; and the Yak- 
ima-Pasco, another group. The Astoria Electric 


id 
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Company was, of course, an isolated property in 
the State of Oregon. 

Q. And that remained in the corporate organi- 
zation of the Astoria Electric Company until the 
properties went over finally to the Pacific? 

A. That is right. 

Q. And do you have a statement of the cost 
of these properties to the Pacific? Can you at this 
time give us the cost of those properties? 

A. Yes. Those properties which were acquired 
by. the Pacific from the American cost the Pacific 
$10,900,000, as shown in Exhibit 17. 

Q. I should like to have you state the cost 
to the American. I may have called for the cost 
to the Pacific, but I would like to have you state 
the cost to the American at this time. 

A. The cost to the American is the amount 
of $10,900,000, less the amount of $4,907,248.66, as 
shown on page 47 of Revised Statement B. 

Q. That is, then, a cost to the American of ap- 
proxi- [582] mately $6,000,000? 

A. Slightly over $6,000,000, I believe. 

Q. At what amount did these properties that 
were transferred to the Columbia Power & Light 
Company and to the Yakima-Pasco go on the books 
of those companies? 

A. Of those companies? What do you mean? 

Q. What was the plant account of the Colum- 
bia and the Yakima-Pasco? 

A. I think I will have to look that up. 

Q. Surely. 
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A. I think that is in Revised Statement B, 
that it, Exhibit 17. It may take a little time to 
explain that. So far as it relates to the Columbia 
Power & Light Company, that is explained, start- 
ing on page 16 of the Revised Statement B. I 
don’t believe—I will have to work it out. I don’t 
have that figure before me. 

Q. Let me refer you to page 6 of Exhibit 16 
for identification, the staffs’ Joint Report, and 
ask you whether you can tell us from that, what 
is shown in that report, what the total of the 
plant account of the Yakima-Pasco, the Columbia, 
and Astoria were just prior to the transfer of 
these properties to the Pacific? 

A. Well, on that page of Exhibit 16 it shows 
the plant account of the three companies, totaling 
$9,001,106.77. 

Q. And just for the sake of completeness, that 
shows [583] the plant account, does it not, of the 
Astoria Electric Company as—— 

A. (Interposing) $653,253.40; Columbia Power 
& Light Company, $4,017,179.53; and $4,330,673.84 
for the Yakima-Pasco Power Company. 

Q. Making the total of $9,001,000 mentioned 
in your last answer; is that correct? 

A. That is correct. I have not personally 
checked those items, and I can’t say whether they 
agree with our Revised Statement B or not; but 
they are gotten from the same source, and I would 
expect them to check. 

Q. I take it that these figures have been 
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checked by the men working under your direction, 
Mr. Phipps and 

A. (Interposing) Yes. Mr. Phipps has done 
the detail work; I don’t remember the figures my- 
self. 

Q. But you certainly have been advised by your 
people of the figures for the plant account shown 
on page 6 of the Joint Report, which is marked 
as Exhibit 16? 

A. Yes, I have been advised. 

Q. And you have not been advised that those 
figures are incorrect? 

A. No, I have not. [584] 


By Mr. Slaff: 

Q. In connection with another study which you 
have been making very recently, and the details 
of which you turned over to Mr. O’Neil the other 
day, I notice that vou have a statement of total 
estimated cost to American Company by companies 
totaling $5.543,435.00. Do vou have that before 
vou, Mr. Neill? A. Yes, I do. 

Q@. That is correct, is it not? 

A. Yes. That total figure was computed from 
a statement given to Mr. Flynn with my letter of 
December 27, 1940. That is a statement which we 
obtained from the American Power & Light Com- 
pany at the request of the examiners. 

Q. Just a few moments ago you indicated as 
the cost to American a figure of approximately six 
million dollars. I wonder if you would be good 
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enough to tell what is represented by the differ- 
ence betwen $5,543,000 and a figure of approxim- 
ately six million, so that the record may be com- 
plete on that score. Let me put it this way; per- 
haps we can proceed a little more rapidly. Was 
that difference of approximately $450,000, bond 
discount ? 

A. Yes. Of course, that is the item, $448,616.25. 

Q. All right. 

A. I am sorry that I overlooked that. 

Q. Now, then, so that up to this point, before 
Pacific [585] gets into the picture, we have a 
situation of American buying properties at a cost 
of approximately five and a half million dollars 
which, plus discount, comes to approximately six 
million, and those properties getting into the plant 
account of Columbia Power & Light and Yakima- 
Pasco, which had been organized by American, 
and Astoria, which American owns, getting into 
those plant accounts of those three companies at 
approximately nine million dollars. Right? 

A. That is what those records show, yes. May 
I say, in connection with that, in working up our 
original costs, we used as our basis, getting orig- 
inal cost at the time of acquisition, the original 
costs that were on the books of the predecessor 
companies to Columbia Power & Light and the 
others. 

Q. Oh, yes. 

A. Plus whatever actual net additions, if any, 
had been made, or additional costs incurred by 
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Columbia and the Yakima-Pasco Power Company 
and Astoria. 

Q. Yes. Well, that is something which we will 
take up subsequently, the difference between orig- 
inal cost to predecessors and cost to American. 
At this time I am interested in discussing with 
you the difference between cost to American and 
amounts which were ultimately recorded on the 
books of Pacific. Now, the next step in the trans- 
action, then, in getting the properties over to the 
company to operate [586] them, was the creation of 
Pacific? Right? 

A. That is correct. 

@. And as we have discussed, and as vou have 
testified, in getting those properties over to Paci- 
fic from Astoria, Columbia, and Yakima-Pasco, 
the personal intermediary, Mr. Weld M. Stevens, 
was used, and when the properties came over to 
Pacific, at what figure did they appear in the plant 
account of Pacific? 

A. $10,900,000, including the debt discount and 
expense. 

Q. Now, is the difference between the figure 
which appeared on the books of Pacific, $10,900,- 
000, and the cost of these properties to American, 
a write-up ? 

A. I don’t think so. The Pacific Power & Light 
Company purchased those properties from Ameri- 
can for certain securities which were turned over 
to the American, and the cost to Pacific was re- 
corded on the Pacifie’s books of $10,900,000, as T 
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see it, it being the value of those properties at 
the time, in the judgment of the directors of the 
Pacific Company. 

Q. Now, in the first place, Mr. Neill, a deter- 
mination of whether a transaction is a write-up, 
it must be made as of the time of the transaction; 
is that right? A. I believe so. 

@. Yes. In other words, in determining whether 
or [587] not this transaction was a write-up, we 
must look to July, 1910, for that determination. 
Right? 

A. Yes. You must look to 1910, but as I see it, 
the cost of the properties to Pacific is represented, 
based on the securities which it paid for the prop- 
erties. The properties were put on the new corpor- 
ation’s books at the price of $10,900,000. 

@. Well, now, 

A. (Interposing) There was, of course, the 
difference between the cost to American and the 
cost to Pacific. 

Q. Now, in the first place, of course, that trans- 
action between American and Pacific was distinctly 
not an arm’s-length transaction; that is right, isn’t 
it? 

A. Well, I have testified this morning that the 
Pacific Board of Directors authorized the purchase 
of the properties, and it was composed largely of 
officers or representatives of American and Bond 
& Share, but as I see it, at the time they recorded 
that transaction on the Pacific’s books,—that is, 
the directors of Pacific Company, they must have 
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recorded what was in their judgment the value of 
the properties and assets and business which they 
took over, the cost being recorded on the Pacific 
books at $10,900,000. 

Q. So when you say, in your answer to the 
first question in this discussion, that the $10,900,- 
000 was the value of those properties at that time. 
in the judgment of the [588] directors of Pacific, 
shouldn’t vou better say, in order to represent the 
facts more accurately, that that represented. or may 
have represented, the value of those properties at 
that time, in the judgment of the directors of 
American ? 

A. No, I don’t think so. The American was 
disposing of those properties. It didn’t have to 
dispose of them to Pacific, and I think it probably 
was entitled to dispose of them on terms which 
were satisfactory to it; while the Pacific directors 
were officers and employees of American, I still 
believe their judgment may easily have been inde- 
pendent of their affiliation with American. I mean, 
in other words, that they were in position to exer- 
cise for Pacific Company their own judgment as 
to the value of these assets. 

Q. Mr. Neill, did the directors of Pacific who 
participated in the meeting of July 23, 1910, have 
any independent judgment as directors of Pacific 
in respect to this transaction? 

A. Well, I have no reason for assuming that 
they did not exercise independent judgment on be- 
half of Pacific in their capacity as directors. 


284 Pacific Power & Light Co. et al. 


(Testimony of Will T. Neill.) 

Q. You had some twenty odd years of experience 
in the utility field as an operative man, and several 
years of experience prior to that time in the regu- 
latory field; that is correct, is it not? 

A. That is correct, yes. [589] 

Q. Now, let me put it this way, then: Do you 
mean to tell us that the conclusion which was 
arrived at by the Board of Directors of Pacific 
at the meeting of July 23, 1910, was the same type 
of judgment as your present Board of Directors 
exercises when it is considering a purchase or a 
sale of property? 

A. Well, my reply to that must be that so far 
as the 1910 transaction is concerned, more than 
thirty years ago, I don’t think I, or anybody today, 
is in position to know exactly what was in the 
mind of the Pacific directors when they undertook 
this transaction. I do believe very firmly that when 
they set up the transaction on the Pacific books, 
—that is, when they purchased the properties and 
set up the cost to Pacific at $10,900,000, they were 
exercising their judgment as to what the then 
present and prospective value of that situation 
was. 

@. Perhaps I have not made myself entirelv 
clear, Mr. Neill. Let me put it this way to you: 
In the letter from Mr. Mitchell to Mr. Talbot of 
July 23rd, here in evidence as Exhibit 22, written. 
apparently, after the meeting, there is a statement, 
‘*While we have elected the foregoing as officers in 
the West, we have not as yet elected any Western 
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directors because we want to keep the full Board 
here until we get through with all the votes relat- 
ing to the issuance of bonds, stocks, etc.’’ [590] 

Now, Mr. Neill, doesn’t that, together with every- 
thing else you know about this transaction, indi- 
eate to you that at this first meeting of the Board, 
July 23, 1910, the members of the Board were act- 
ing on behalf of American ? 

A. No, that does not indicate that to me. The 
letter from Mr. Mitchell to Mr. Talbot indicates 
to me that, at least, it was desirable not to split the 
Board between the West Coast and the East Coast 
while all of these transactions were under way. 
Otherwise, you’d have your Board separated, and 
it would be difficult to get it together, and I pre- 
sume these things were running along rather rap- 
idly at that time, and the Board had to take action 
on various matters. For a matter of convenience, 
it was better to have it in New York. 

Q. Of course, all the members of the Board 
were elected by American and were employees or 
officers of American or Electric Bond & Share 
Company, or Simpson, Thacher & Bartlett; is that 
right ? 

A. I don’t think there were any Simpson, 
Thacher & Bartlett men on it. 

Q. Well, we can clarify that, but it is of no 
consequence at the moment. Now, do you mean to 
tell us, Mr. Neill, that these men met and consid- 
ered from the point of view of Pacific, rather than 
from the point of view of American, independently, 
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what amount should be established on the books 
of Pacific for the plant which Pacific was acquir- 
ing? [591] 

A. Well, as I said before, I have no reason to 
assume that they didn’t act with independent judg- 
ment. I can’t know, thirty years later, naturally, 
and I don’t think anybody else can, actually what 
the directors of Pacific had in mind. We do know 
that they purchased certain properties and gave 
in payment therefore certain securities, and inso- 
far as Pacific Company. is concerned, the cost of 
those properties to Pacific was the cost as recorded 
on Pacific books. 

Q. Well, did you make any attempt to find 
out, Mr. Neill, as to what was in the minds of the 
directors at this first meeting in respect to this 
matter which we are discussing? 

A. No, I did not interview any of those men. 

Q. Several of them are still around, are they; 
that is, in New York, connected with the Bond & 
Share system? 

A. There may be some of them; but as I say, 
I made no attempt to inquire into that particular 
thing. As [ see it, the cost,—that is, we know what 
the price they paid for the properties which Paci- 
fic purchased at that time was, but, as I say, T 
have no reason to assume, that it was not set up 
on the basis of their determination as to the value 
of the properties, present and prospective, which 
they purchased. 

Q. Well, do you consider it an important mat- 
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ter to determine whether or not such amounts as 
might be set up on the books of a corporation in 
this connection. are set up as [592] the result of 
independent judgment of the directors or are they 
set up as the result of direction from a seller? 

A. I don’t know how, at this stage, anybody 
could determine what was in their minds. 

Q. Well, let’s assume that could be determined. 
Mr. Neill. Now, will you tell me whether you con- 
sider that determination of importance in your 
reclassification ? 

A. May I have that question again, please? 

Mr. Slaff: Mr. Reporter, will you please read 
the last preceding question ? 

(The question referred to was read by the 
reporter as above recorded.) 


A. Well, I think that would be something that 
one should find out if it can be disclosed, ves. 

Q. Well, if it can be disclosed. Mr. Neill, might 
that not be determinative, or very good evidence. 
at least. whether or not there was a write-up? 

A. Well, I don’t know what that would show. 
As I have said before, we know in this particular 
ease that the cost to Pacific Company is the cost 
as shown on the books. At the same time, we know 
that that cost to Pacific on Pacifie’s books is 
greater than the cost of the same properties to 
American, by, the amount which we discussed he- 
= fore. 

Q. Well, now let’s get back, if we may. to the 
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question. A determination of whether or not the 
amount that was [593] recorded on the books in 
the plant account, the determination of whether 
that amount was recorded as the result of the 
exercise of independent judgment by the directors 
of the accounting company, or whether it was so 
recorded as the result of the direction of an affli- 
ated seller would be important, would it not, in 
coming to a conelusion as to whether or not the 
transaction represents a write-up; isn’t that cor- 
rect? 

Mr. Laing: Mr. Slaff, isn’t the problem there 
one of assuming that the words ‘‘write-up’’ have 
some specific and technical significance? Insofar 
as we are talking about differences in cost, there 
is no dispute about the difference in cost; but if 
we are attributing some special technical signifi- 
cance to the words ‘‘write-up’’, perhaps we can 
define it first, and Myr. Neill will have an easier 
time in answering your question. 

Mr. Slaff: I assume Mr. Neill knew what a 
‘““write-up’’ was, and I am only referring to the 
term which was used in the System of Accounts. 
He had answered that a particular transaction was 
not a write-up. Now, as I say, we are now discuss- 
ing the System of Accounts. I assume he was using 
it in the,—whatever manner he interpreted the 
use of the term ‘‘write-up’’ in that system of ac- 
counts. 


A. Well, the use of that term, of course, so 
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far as the Pacific books are concerned, there is no 
write-up on the [59+] Pacific books. The property 
is on Pacific books at its cost to Pacific. Now, as 
I said before, I am not,—there is an admitted dif- 
ference between the cost to American and the cost 
to Pacific for the properties which Pacific pur- 
chased. We have disclosed that, of course, in our 
Revised Statement in Exhibit B in the amount of 
four million, nine hundred odd thousand dollars. 


By Mr. Slaff: 

Q. Well, as I understand it, you have come to 
a conclusion that that amount recorded on the 
books of Pacific Company is not a write-up, as 
that term appears in the System of Accounts, and 
as the result, in vour mind, of all the studies and 
and investigations that you have made. Now, how- 
ever, | have asked you a question with respect to 
factors going into the ultimate conclusion of 
whether or not a particular transaction is a write- 
up, and I wish you would answer that question, 
if you will, if there is no objection to the question 
as such; and if there is an objection, we will wait 
for a ruling on it. The question I asked you just 
prior to the statement that Mr. Laing made,—will 
you be good enough to read that, Mr. Reporter? 

(Whereupon the reporter read as_ follows:) 
“Question: Well, now let’s get back, if we may. to 
the question. A determination of whether or not 
the amount that was recorded on the books in the 
plant account. the determination of [595] ‘‘whether 
that amount was recorded as the result of the 
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exercise of independent judgment by the directors 
of the accounting company, or whether it was so 
recorded as the result of the direction of an affli- 
ated seller would be important, would it not, in 
coming to a conclusion as to whether or not the 
transaction represents a write-up; isn’t that cor- 
rect ?”’ 

Mr. Laing: Is that the question that you wished 
read ? 

Mischa: Yes. 

Mr. Laing: I thought, perhaps, you wanted him 
to read my objection. The only point that I made 
was to make clear whether the term ‘‘write-up’’ 
is being used as we conceive it to be defined in the 
System of Accounts, or whether we are speaking 
about a difference in cost. If the term that we are 
asking Mr. Neill to respond to, which is write-up, 
as we understand the System of Accounts, if that 
is it, I guess we have no dispute. 

Mr. Slaff: Yes, that is all. That is the only 
sense in which I was using it. The sense in which 
the term appears in the system of accounts is what 
I have reference to. [596] 

A. If I remember the question now, the manner 
in which the determination was made, as I see it, 
of the value of the properties to be placed on the 
Pacific books really does not have anything to do 
with the question as to whether or not the cost to 
the Pacific Company, as so recorded, over the cost 
to American was a write-up. That all depends, of 


us. Federal Power Commission 291 


(Testimony of Will T. Neill.) 

course, on the definition of ‘*write-up"’, which is 
mentioned in the classification of accounts without 
much of a definition. 

Q. Well, how do you determine the meaning of 
the term ‘‘write-up’’ to be as it appears in the 
System of Accounts? 

A. As I understand the term ‘‘write-up"’ it is 
an increased value of the assets placed on the books 
of the company over and above the value of those 
assets previously recorded on the books, the change 
being the result of some revaluation process. 

Trial Examiner: I think you may have that a 
little bit confused. The definition that you just 
gave, that is your own definition of write-up, and 
not the Commission’s? 

The Witness: That was given—I was giving my 
understanding of it. 

Trial Examiner: I thought he asked you what 
was your understanding of the term as contained 
in the System of Accounts, and not your general 
understanding of the term? 

Mr. Slaff: I think he answered it properly, in- 
Sofar as the question was concerned. [597] 


By Mr. Slaff: 

Q@. Was your answer to the effect that that was 
your understanding of the term ““writeup’’ as used 
in the System of Accounts? That is. that you un- 
derstood it to mean an increase in the value of the 
assets previously recorded, as you just testified ? 

A. That is my understanding of it. 
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Q. Then in your view, as you conceive the situa- 
tion, is it your opinion that there can be no write- 
up as long as a separate corporation is introduced 
into the situation? 

A. Weill, as I understand the term ‘‘writeup” 
it is something which occurs on a particular com- 
pany’s books after an asset has been previously 
recorded on those books at a certain value. In this 
particular case, as I see it, as I said before, the 
cost to the Pacific Power & Light Company is the 
eost as recorded on the company’s books, and we 
have disclosed that cost exceeded the cost to the 
American. Now, if we had a pronouncement by 
some final authority as to what a writeup is, if they 
ruled that as a writeup, we would have to label it 
as such; but we don’t understand it that way. 

Q. I do want to explore with you what your 
conception is or what you think to be a reasonable 
interpretation of the term. Now, going back— 
might we have a recess at this time? I see it is 
about our normal time. 

Trial Examiner: We will have a recess for five 
minutes. [598] 

(Whereupon, a short recess was taken after 
which proceedings were resumed as follows:) 


Trial Examiner: The hearing will be in order. 


By Mr. Slaff: 

Q. Mr. Neill, going back to the discussion we 
were having with respect to the determination of 
the amount at which the properties went over to 
Pacific in July of 1923 should appear on the books 
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of the Pacific.—1910.—July 23. 1910 should appear 
on the books of the Pacific. isn't it a fact that that 
was all determined before the Pacific was even or- 
ganized ? 

A. Well. I think not. So far as I know, the 
offer which had been made was considered by the 
Pacific Board on July 23. whereas the Pacific Com- 
pany had been organized on June 16, 1910. 

Mr. Slaff: Will vou read that last answer. Mr. 
Reporier? I didn’t hear the last part of it. 

(Thereupon, the last answer of the witness 
was read aloud by the reporter as above re- 
corded. ) 


By Mr. Slaif: 

Q. Isn't ita fact, Mr. Neill, that prior to June 16, 
1910, it had been decided what was to be done br 
the Pacific in connection with this transaction? 

A. I dont know as to that. 

Q. Well. I show you a letter dated June 16, 
1910— [599] a copy of a letter—addressed to Neil 
‘A. Weathers. care of American Power & Light 
Company, Lewis Building. Portland, Oregon, and 
Signed by Simpson, Thacher and Bartlett. and I 
will ask you to look that over. (Handing docu- 

“ment to witness.) 

You have had opportunity to examine the docu- 
ment now. Mr. Neill. on the stand? A. Yes. 

Mr. Slaif: I should like to have this document, 
Mr. Examiner. which is apparently a night letter.— 
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dated June 16, 1910, to Neil A. Weathers, care of 


American Power & Light Company, Lewis Build-— 


ing, Portland, Oregon, and signed by Simpson, 
Thacher and Bartlett, be given the next exhibit 
munber and received in evidence. 
Trial Examiner: It will be marked for identi- 
fication as Exhibit 32. 
(The document referred to was marked Ex- 
hibit No. 32 for identification. ) 


Trial Examiner: Is there any objection? 

Mr. Laing: No objection. 

Trial Examiner: It will be received. 
(Exhibit No. 32 received in evidence.) 


Mr. Slaff: I should also like to have this docu- 
ment copied in the record at this point. 
Mr. Laing: No objection. 
Trial Examiner: So ordered. [600] 
(The document referred to, Exhibit 32, is as 
follows :) 


‘‘New York, June 16, 1910 
**Neil A. Weathers, 
c/o American Power and Light Co., 
Lewis Bldg., Portland, Oregon. 


‘“Papers filed Maine today for organization Pa- 
cific Power Light Company. Capitalization six mil- 
lion common; one million and half preferred. Will 
increase authorized stock later as desired. As soon 
as company organized propose forward papers for 
qualification Washington, Oregon, Idaho. Before 
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company commences business Washington, and be- 
fore actual qualification takes place, propose have 
“entire capital stock subscribed by some one repre- 
senting American Power Light Company. This in 
order to leave no doubt of compliance provision 
Washington law relating commencing business be- 
fore all stock subscribed. Subscription will be made 
With understanding that company will accept pay- 
ment of same in property. As far as we see now, 
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intermediaries proposition new company will be as 
follows: Intermediary will agree transfer property 
Astoria. also property Yakima Pasco, except con- 
tract with Northern Pacific Irrigation Company 
and Paseo Reclamation Company and any other 
exclusive feature contracts, also transfer property 
Columbia Power Light, also capital stock Walla 
Walla Valley Railway; transfers will be made sub- 
ject to underlying bonds, the amount of these to be 
the amount outstanding of record less any acquired 
by Mitehell. Transfer will take place as of date 
to be [601] determined either June 1 or July 1, 
preferably former, purchaser taking all current as- 
sets and assuming all current habilities. Property 
should be transferred free encumbrances except 
bonds above stated and current liabilities as of fixed 
date. Pacifie Company will agree issue to inter- 
mediary all common stock and one and a quarter 
millions preferred stock and four million dollars 
of new five per cent. first and refunding mortgage 
bonds. less underlying bonds as aforesaid Pacific 
Company will also agree to assume payment under- 


296 Pacific Power & Light Co. et al. 


(Testimony of Will T. Neill.) | 
lying bonds and floating debt. Two hundred fifty 
thousand preferred stock not to be issued for prop- 
erties which will be issued from time to time at par 
for cash. This rough plan may need modification. 
As noted in previous wire do not understand 
whether Pacific Company being foreign corporation 
can undertake busmess of furnishing water in 
North Yakima, Pasco and Kennewick. See section 
3678 recent Washington revision. Doubt perhaps 
cleared up bv Sec. 9510 if any question exception 
may have to be made of these properties, but Mit- 
chell strongly objects to such exception for financial 
reasons. To carry out above plan will require 
transfers various companies direct Pacific Com- 
pany and holding meeting various companies to au- 
thorize same. If not already done, have necessary 
papers prepared for holding meetings when re- 
quired. If any waivers or proxies needed from 
eastern stockholders wire. Propositions to be made 
to various companies by intermediary would be to. 
[602] purchase property as of date to be fixed, free 
encumbrances, except underlying bonds and floating 
debt in consideration. Assumption by intermediary 
or his nominee such bonds and indebtedness. After 
qualification corporation in three states will have 
deeds of various properties recorded and mortgage 
new company made. Most important thing at pres- 
ent is agree on fundamental plan for issue se- 
curities. Show telegram Talbot, Cotton and other 
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persons interested and obtain their suggestion. Wire 
suggestions promptly. 

Simpson, Thacher and Bartlett.”’ 


By Mr. Slaft: 

Q. Now, Mr. Neill, does this document, Exhibit 
No. 32 in evidence, indicate to vou that the amount 
at which these companies were to go over to the 
Pacific had been decided even before Pacific was 
organized ? 

A. Not exactly. Of course, this letter is dated 
June 16, the date of the organization of the Pa- 
cific. It is very apparent, as I have already testi- 
fied, the work of assembling these properties had 
taken place, at least some of it, prior to the date of 
organization. I assume from the letter that some— 
that while the offer of the intermediary had not 
been accepted, the organizers of the Pacific Com- 
pany knew, at least with a fair definiteness, what 
the offer would be. 

Q. Didn’t they direct what the offer should be? 

A. I didn’t get that, no. [603] 

Q. Well, isn’t it a fair statement, Mr. N eill, that 
the organizers of the Pacific Power & Light Com- 
pany directed Mr. Stevens, the intermediary, what 
offer he should make ? 

A. Qh, I have no knowledge of that, of course. 

@. But as a practical business matter, isn’t it 
a fair statement to make or isn’t it a fair assump- 
tion, from all the facts? 

A. Well, it would be pure speculation on my 
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part. I could not assume what was in the minds 
of persons who were working on the transaction. 

Q. Mr. Neill, would it be pure speculation on 
your part? Is that the way you characterize a con- 
clusion that the organizers of Pacific directed the 
intermediary what offer to make? Would you char- 
acterize such a conclusion as purely speculative? 

A. No, I think not. 

Q. I mean, such a conclusion would be a fairly 
reasonable conclusion, would it not? 

A. Would you state that again? 

Q. The conclusion, from all the facts in this let- 
ter and the facts surrounding the transaction, that 
the organizers of Pacific, to wit, American, directed 
the intermediary what offer he should make the 
American for these properties ? 

A. You mean what offer he should make the 
Pacific? — 

Q. Yes. [604] A. J think that is correct. 

Q. Sure. Now then, going back to this letter, 
isn’t it a fair conclusion that the basic details had 
been worked out even before the Pacific was or- 
ganized ? 

A. Well, this letter indicates that a considerable 
amount of headway had been made at the date of 
organization. Of course, as I said awhile ago, the 
assembling of these properties and the organization 
of the Pacific was a part of the same project, they 
could not occur at the same time. 

Q. Now, I am getting over from the point of 
assembling the properties to the transition or turn- 
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ing over of those properties to the Pacific; the 
properties had been assembled now. Isn’t it a fair 
statement that, after the assembling of the prop- 
erties, prior to the organization of the Pacific, it 
had been determined by American at what price 
these properties were to go over to the Pacific? [605] 

A. I think that is the right answer; it had been 
determined what the offer to the Pacific was going 
to be. 

Q. And it also had been determined, had it not, 
that the Pacific Company would accept the offer, at 
the direction of American; isn’t that correct? 

The Witness: May I have that question? 

My. Slaff: Surely. 

(Thereupon the question was read aloud by 
the reporter as above recorded.) 


A. Well, I think probably I can go along with 
you on that except ‘‘at the direction of American”’. 
I mean, the basis of the transaction apparently was 
pretty definitely defined and, in the course of 
events, the offer was made to the Mere and the 
Pacific directors accepted it. 

Q. And, essentially, the transaction boils down, 
or boiled down, did it not, into one of American 
making the offer and American, through Pacific, 
accepting the offer? | 

A. Well, as I said before, I don’t really know 
that. The Pacific Board of Directors, which ac- 
cepted the offer on July 23, were American and 
Bond & Share employees or officers. I know noth- 
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ing about what was in their minds, whether they 
were directed by American to accept the offer; it 
is entirely possible, in view of the situation, inas- 
much as those men were representing both the 
American and the Pacific, that the determination 
had also been made in connection with the [606] 
possible acceptance of the offer, and that it repre- 
sented their ideas and judgment as to the value of 
the property; I mean, supporting their entries on 
the Pacific books. 

Q. Then, again, Mr. Neill, without a speculative 
thought and just looking at it from your point of 
view, as a practical business man, isn’t it fair sum- 
mary to say that American made the offer and 
American advised the Pacific to accept the offer? 

A. Well, as I said before, I think the men who 
were setting up this transaction could very well 
have, even in their joint identity as directors of the 
Pacific and employees of American or Bond & 
Share, made their determinations as to the value 
of these properties to be turned over to the Pacific, 
without prejudicing one or the other, or without 
prejudice as to one or the other. I don’t know 
whether that answers your question or not. 

@. Well, perhaps it does; but what I am trying 
to do, if I can, is to boil it down to essentials, to the 
ultimate transaction; and what I am asking you is, 
wasn’t this the situation: American was dealing 
with American; American was making the offer 
and the American group was accepting it? 

A. The Pacific directors, of course, accepted the 


vs. Federal Power Commussion 301 


(Testimony of Will T. Neill.) 

offer. They were American employees or Bond & 
Share emplovees. I tried to explain that a while 
ago. That, even before acceptance of the offer by 
Pacific, these men had seitled in their [607] own 
minds what the values of those properties were, 
and at what amount they should be turned over to 
the Pacific: that is evident: and that the Pacific 
would accept the offer. 

Q. Well, so, if I state that that transaction, to 
me, represents nothing more than American dealing 
with itself, via the interposition of the Pacific. 
would you say that was unfair or an unreasonable 
statement ? 

A. Well, there was a pretty close tie-up. 

Q. I am still trying to find out whether vou 
would say that was an unfair conclusion. or whether 
I am unfair in making such a statement? 

A. Well, I can't divorce in my own mind that. 
so far as the Pacific Company was concerned. while 
these directors who were emplovees. also. of Ameri- 
can and Bond & Share. when they accepted the 
proposition ther accepted it for Pacific and not for 
zimerican, because they were representing the Pa- 
cific at that time. 

Q. I don’t want to put any words in your 
mouth, Mr. Neill, or to ask you to say anything in 
any fashion which vou yourself do not want to 
state, and that is why I put the question the way 
I did to you. If I should say that this transaction 
represents nothing more, essentially, than Ameri- 
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ean dealing with itself, would you characterize that 
statement of mine as an unfair statement? 

A. As to your opinion? [608] 

Q. No, no; as to the opinion of a presumably 
reasonable person? 

A. Well, I think, looking at it from your view- 
point, you could draw that conclusion. 

Q. And I take it I could draw that conclusion 
reasonably: isn’t that right? A. J think so. 

Mr. Laing: May I have the last question and 
answer. I didn’t hear the question. 

Mr. Slaff: Yes. I think you will perhaps want 
the last two or three questions and answers be- 
cause the ones just before the last question were 
tied up with it, or tied up with Mr. Neill’s answer. 

Mr. Laing: Mr. Reporter, will you read the last 
question and answer. 

(Thereupon the last preceding questions and 
answers were read aloud by the reporter, as fol- 
lows: ‘‘Question: I don’t want to put any words 
in your mouth, Mr. Neill, or to ask you to say any- 
thing in any fashion which you yourself do not 
want to state, and that is why I put the question 
the way I did to you. If I should say that this 
transaction represents nothing more, essentially, 
than American dealing with itself, would you char- 
acterize that statement of mine as an unfair state- 
ment? Answer: As to your opinion? Question: 
No, no; as to the opinion of a presumably reason- 
[609] able person? Answer: Well, I think, look- 
ing at it from your viewpoint, you could draw that 
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conclusion. Question: And I take it I could draw 
that conclusion reasonably; is’nt that right? An- 
Swer: I think so.’’) 


By Mr. Slaff: 

Q. Suppose, Mr. Neill, that Pacific had been or- 
ganized not on June 16, 1910, but, say, a year 
earlier by American. as it ultimately was, and Pa- 
cific had, itself, bought from the same vendors all 
the properties which American did buy, at the same 
time as when bought by American, and at the same 
prices; that would, of course, have been a cost to 
Pacific of some approximately five and one-half 
millions of dollars, plus a half a million dollars of 
discount. 

A. I am sorry. I got lost in vour question. 

Q. This question is on the assumption that the 
Pacific had been organized, say, in 1909, and had it- 
self bought all the properties that the American 
bought, bought them from the same vendors, and 
at the same prices that the American had paid. 

A. That is, if the Pacific had been organized as 
a separate corporation ? 

Q. By the American in 1909, and American had 
advanced the funds to it necessary to acquire these 
properties, and Pacific had gone out and acquired 
the properties from the same vendors, at the same 
time, and at the same prices at [610] which the 
american acquired them, the cost then to the Pa- 
cific would have been the amount you have stated 
here as the cost to American, which is approximate- 
ly $6,000,000, including discount ? 
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A. JI think, on those assumptions, that is correct. 

Q. Now, supposing Pacific had then entered 
these properties on its books as of July 1, 1910, at 
a figure of $10,900,000, in what account, under the 
Federal Power Commission’s System of Accounts, 
would the difference between $10,900,000 and the 
amount paid for those properties be recorded? 

A. According to my understanding of the ac- 
counts, it would be in 107. 

Q. It was quite a common practice, was it not, 
in the early days of the American Power & Light 
Company for a new subsidiary of the American 
Power & Light to set up on its books as the value 
of its property an amount substantially in excess 
of the cost of those properties to American Power 
& Light? 

A. Well, I can’t say; I don’t know as to the gen- 
eral practice. 

Q. Whois Mr. H. L. Aller? 

A. He is the President of the American Power 
& Light Company. 

Q. I call your attention,—I take it you are 
familiar, [611] Mr. Neill, to a certain extent at 
least, with the integration proceedings involving the 
Electric Bond & Share system before the Securities 
and Exchange Commission ? 

A. Just, generally. 

Q. I call your attention to the testimony of Mr. 
Aller contained at page 9,123 of the transcript of 
testimony in Docket No. 59-12, In the Matter of 
Electric Bond & Share Company, et al., before the 
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Securities and Exchange Commission, the date of 
the testimony being March 28, 1941, and I will ask 
you whether it appears that Mr. -Aller testified as 
follows: [612] 

“TI will agree with you, however, that it was quite 
a-common practice for a new subsidiary of the 
American Power & Light Company to set up on its 
books as the value of its properties an amount in 
excess of the cost of those properties to the Ameri- 
can Power & Light Company.” 

Mr. Laing: Mr. Examiner, I object to this as 
wholly irrelevant and immaterial to this proceed- 
mg. The question at issue, if there is one here 
with respect to this particular company, is whether 
and to what extent there was an excess to the Pa- 
cific over the cost to the American. and we are not 
concerned here with any other matter: we are go- 
ing quite far afield by going into a transaction be- 
tween the American Power & Light and other sub- 
sidiaries not involved in this proceeding. 

Mr. Slaff: I think there has been testimony by 
Mr. Neill himself that a determination of whether 
or not the amount recorded on the books of the 
Company was the result of independent judgment 
of the Directors of the accounting utility or whether 
It was the result of direction by a controlling af- 
filiate, and I think that would be important or 
would be evident in the determination of whether. 
a particular transaction might reasonably be in- 
terpreted as a writeup; and I think this particular 
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testimony, which I don’t want to pursue—this par- 
ticular thing—but I think it is proper testimony 
and is of relevance in gauging and judging the 
transaction in July, 1910, between American and 
Pacific. [613] 

Mr. Goldberg: 1910. 

Mr. Laing: Well, there is no dispute between 
us, Mr. Examiner, with regard to the fact of 
whether or not there was a difference in the amount 
between the cost to American and the cost that was 
recorded on the Pacific books. That fact we very 
frankly concede. If we get into discussions of what 
other people did, we are going beyond the scope of 
this proceeding. 

Mr. Slaff: It is not what other people did; it 
is what the American did. 

Mr. Laing: Well, what they did in other in- 
stances, if you wish to put it that way. 

Mr. Slaff: Surely; what the American did in 
other instances, I think, is relevant, along that line. 

Trial Examiner: Is it your purpose to develop, 
to some extent, the practices of the American Power 
& Light Company? 

My. Slaff: To that particular extent to which I 
have called Mr. Neill’s attention in this excerpt of 
Mr. Aller’s testimony. 

Trial Examiner: That objection, Mr. Laing, 
goes to the relevancy? Is that the basis of your ob- 
jection ? 

Mr. Laing: Relevancy and materiality in this 
proceeding, yes. 
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Trial Examiner: The objection is overruled. 
What is [614] the question? 

Mr. Slaff: Just whether it appears that Mr. 
Aller did so testify: that is the only question that 
is before the witness. 

Mr. Laing: Are you asking Mr. Neill to verify 
the transcript of the testimony in some other pro- 
ceeding. by some other witness? 

Mr. Slaff: No; I will state that that is the tran- 
script of testimony which we received from the 
Securities and Exchange Commission. Has there 
been a ruling? 

Trial Examiner: You have no further objection 
other than the one you previously made, Mr. Laing? 

Mr. Laing: I personally think. aside from be- 
ing irrelevant and immaterial in this proceeding, it 
is absolutely improper, through any reasonable 
stretch of the imagination, to ask Mr. Neil what 
Mr. Aller testified to in some other proceeding. 

Mr. Slaff: All right. I will let it go for the 
moment. 

Trial Examiner: I am inclined to agree with 
that. 


By Mr. Slaff: 

Q. Mr. Neill, I will call your attention to this 
document (indicating) and ask you what it is? 

A. This is a report to the stockholders of the 
American Power & Light Company, dated July 23, 
1941, [615] apparently signed by H. L. Aller, Pres- 
ident, by order of the Board of Directors. 

Q. We are getting closer to the present date. I 
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want to call this to the attention of Mr. Foley, and 
ask him whether there is any question as to the au- 
thenticity of this particular document (handing 
document to Mr. Foley). 

Mr. Foley: You must have gotten it out of the 
files of the American Power & Light Company. 

My. Slaff: I think they sent it to us. 

Mr. Foley: If it was gotten from the files of the 
American Power & Light Company, I don’t object 
to it on the ground of its authenticity. 

Mr. Slaff: I would like to ask Mr. Laing 
whether he recognizes that as an authentic docu- 
ment. 

Mr. Laing: I have no question about its being 
authentic. 


By Mr. Slaff: 

Q. Now, Mr. Neill, I ask you whether or not, in 
that report signed by Mr. Aller, and sent to the 
stockholders of the American Power & Light Com- 
pany, the following 1s stated: 

‘‘The amounts placed on the books of certain of 
American Power & Light Company subsidiaries as 
representing the values of the plants acquired at 
the time of acquisition by these subsidiaries were 
substantially greater than the cost to the American 
of the individual properties acquired.’’ 

Mr. Laing: I object to the question. I am not 
[616] objecting to the competency of the evidence 
that such a statement was made, but to the ma- 
teriality or relevancy in this proceeding, for the 
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simple reason, in this proceeding, it is admitted 
that there was a greater cost to the Pacific in the 
1910 transaction than the cost to American. It 
seems to me that is all we are concerned with in 
this proceeding, so far as the American Power & 
Light Company is concerned. 

Trial Examiner: There being no objection to the 
document from which Mr. Neill has been asked to 
read, or which he has been asked to verify as to 
content in the document; that is, as to whether or 
not it appears in the document; and, for the pur- 
pose as stated by Mr. Slaff at the time the other 
offer was made, the Examiner is inclined to over- 
rule the objection. [617] 

Mr. Foley: This is probably an appropriate 
time to request that when objections made by Mr. 
Laing on behalf of Pacific Power & Light Com- 
pany apply likewise to the American Power & Light 
Company, unless we indicate to the contrary; that 
we have the same exception that he has. I think it 
will save a lot of time. 

Trial Examiner: In other words, it will be un- 
derstood that you join in the objection, Mr. Foley, 
as representing the American Power & Light? 

Mr. Slaff: Sure; that is all right. 

Mr. Foley: Unless we indicate to the contrary. 

Trial Examiner: Yes, it will be so understood. 


By Mr. Slaft: 

Q. Does the statement appear, as I read it in 
that letter to the stockholders, sent by Mr. Aller, 
who was president, by order of the Board of Direc- 


310 Pacific Power & Light Co. et al. 


(Testimony of Will T. Neill.) 
tors of American Power & Light Company on July 
23, 1941? A. It does. 

Q. Now, in connection with your conclusion, as 
you have stated it here, as to whether or not the 
particular transaction at the opening of Pacific’s 
books constituted a write-up or not, as you under- 
stand the term in the System of Accounts, I should 
like to discuss with you some statements which may 
serve as a point from which our discussion can be 
oriented. JI want to call your attention to the fol- 
lowing [618] statement, which is made in the ap- 
pendix to the report of the Committee on Corporate 
Finance of the National Association of Railroad 
Utility Commissioners for the year 1940, the ap- 
pendix being a discussion entitled, ‘‘Financing the 
Utility Property Account, by Judge Healy, of the 
Securities and Exchange Commission,’’ I want to 
call your attention to the statement made at page 
7 of that appendix, and I would like to know, first, 
whether you agree with that particular statement 
which is stated there: 

‘‘In its simplest and boldest form, a write-up con- 
sists of marking up the figures at which assets are 
carried on books of account to higher figures.” 

I take it you agree with that, because I understand 
that to be the essence of your interpretation; is that 
right? A. I believe that is right. 

Q. Now, the Judge’s statement there continues as 
follows: 

‘But the same result may be, and has been, ob- 
tained in a more subtle manner. This was par- 
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ticularly so where holding companies were concerned. 
Often a write-up is created by causing one company 
to conver its assets to another company at a price 
in excess of the figure at which they were bought 
by the selling company, both companies at the time 
of the transfer being subject to common control.”’ 

Now, with respect to that statement, would you 
view that [619] transaction,—that type of transac- 
tion, as essentially the accomplishment of the same 
result as what you call a write-up, but in a more 
subtle manner? 

A. Would you mind reading it again for me? 

Q. Surely. I think I have another copy here, 
Mr. Neill, and perhaps you, 
A. (iInterposing) I have never seen it. 

(Counsel handed a paper to the witness. ) 


A. (Resumed) Well, I think, as I said some 
while back in my testimony, the whole thing gets 
back to the question of the definition of a write-up. 
As I have understood it, the first quotation which 
you read, and which I agreed to, covers my idea of 
a write-up. It is obvious, and we have shown that 
in our particular case, there was a substantial dif- 
ference between what we considered to be cost to 
Pacific and the cost to American. It is set up in 
bold type in our exhibits. The question settles down 
to one of opinion as to whether this write-up should 
go into 107 Account or whether it should stay, as 
we have put it, in 100.5. 

Q. And, of course, what I am interested in getting 
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here into the record is your opinion as to the ulti- 
mate conclusion and as to the factors which go in 
to make up your ultimate conclusion, and that is why 
I have asked you whether it is not a fact, as pointed 
out in this last quotation from Judge Healy that I 
read you, that the same result that is ob- [620] 
tained under the circumstances that you ¢all write-up, 
may be, and often have been, obtained in a some- 
what more subtle manner; namely, the interposition 
of another corporate entity ? 

A. Well, I do not seem to be able to get away 
from my simple definition of a write-up, and in this 
particular case the question is as to whether this 
difference between cost to Pacific and cost to Ameri- 
can should be defined as a write-up and put in Ac- 
count 107, or, as an Acquisition Adjustment, in 100.5. 

Q. Well, let me put it in terms of Pacifie itself. 
You have testified that if Pacific had gone out and 
bought these properties at exactly the same prices; 
that the Pacific had been organized by American and 
had gone out and bought the properties at exactly 
the same prices that American paid and the same 
vendors and at the same time, and then in July of 
1910 had recorded those properties on its books 
at a figure of $10,900,000, that would plainly be a 
write-up as far as you are concerned; right? 

A. Yes, that would go into 107. I think the sit- 
uation,—lI think that in the situation as it occurred, 
my opinion is that this difference between Pacific 
and American cost should go into 100.5, because it 
is the difference between the cost to Pacific,—part 
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of the difference between the cost to Pacific and 
original cost. 

Q. Surely. [621] 

A. Now, the only question is one of ultimate 
determination by, perhaps through litigation, even- 
tually as to where it would go; whether it should 
go into 107 or 100.5. There is no question, as 1 
understand it, about the fact that there was a dif- 
ference between cost to Pacific and cost to American. 

Q. All right. Now, if such a transaction as I 
have described in this last question, which contained 
those assumptions, if that transaction would be a 
write-up, in your judgment, would you tell us what 
essential difference, what difference of substance 
there is between that transaction and the transaction 
which did occur at the inception of the Pacific’s 
history ? 

A. Well, I think in cases of this kind, whether 
we call it write-up or by some other term, as I see 
it, the recorded cost to Pacific, and I still think 
it represented what the directors at the time had 
in mind as to the value of the property as to their 
judgment of the value of the property 

Q. Well, let’s assume in the first hypothesis that 
I gave you, the Pacific had been organized in 1909 
and had gone out and bought the properties at the 
prices that American bought it for; suppose having 
done that, the Board of Directors of Pacific then 
met on July 23, 1910, and decided that the value 
of the property which they had bought as at [622] 
July 1, 1910, was $10,900,000, and they proceed 
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to record that amount on their books in their plant 
account, would you call that a write-up? 

A. That was when they bought the property 
direct ? 

Q. Yes. 

A. Yes, that would be my understanding of a 
write-up. 

Q. Yes; so that the factor of the exercise of 
judgment by the directors as to value of the property 
at a given time, that is not the determining factor 
of whether or not you consider a transaction to be 
a write-up? A. Will you state it 

Q. (Interposing) If it is not clear to you when 
it is read, I will be glad to—Mr. Reporter, will you 
read the question, please? 

(The last question was read aloud by the 
reporter as above recorded.) 


A. Well as I say, there are two different situa- 
tions; one the write-up which we have discussed 
would be a write-up on Pacific’s books, an asset 
already recorded,—recorded on Pacific’s books at an 
inerease to a higher value, that, I say, is a write-up, 
according to my understanding of a write-up. The 
Pacific transaction, the one we are discussing, funda- 
mentally, is one on which the increase in the value 
of the asset—that is, the value of the asset had 
never before been placed on Pacific’s books, and it 
was put on there as a new entry. As I see it, that 
is the value based on the judgment of the Directors. 

[623] 
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Q. Well,—— A. TI think that is all. 

Q. Well, it is this last factor of value determined 
by the Board of Directors that I am trying to either 
eliminate from the determination of whether or not 
a transaction is a writeup, or included, as you see 
fit; but I understood you to say that the factor 
of valuation by the Board of Directors, that is not 
the factor which determines whether or not a trans- 
action is a writeup; is that correct? In other words, 
in your situation where the—the assumed situation 
where Pacific have bought these properties them- 
selves originally from the vendors, and then the Di- 
rectors, in the exercise of their very best judgment, 
in July, 1910, independently, and all that, had re- 
valued the property upward and recorded that re- 
valuation on their books; that would be a writeup 
as you see 1t? A. Yes. 

Q. So that the factor of the exercise of judgment 
as to valuation of the property by the Directors 
in the actual transaction that did occur, even if 
they did exercise such judgment, that factor is not 
of consequence in the determination of whether or 
not this was a writeup, in your view; is that correct? 

A. Well, I don’t know whether I have made 
myself plain or not in distinguishing between the 
hypothetical [624] situation and the one which ac- 
tually occurred. 

@. Well, let me put it this way, if I may, Mr. 
Neill: What are the differences which, in your 
judgment, distinguish one transaction from the other 
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that would cause you to call one a writeup where 
you don’t call the other one a writeup? 

A. Well, as I see it, it is just a question, in one 
case, the hypothetical case, the increase in asset 
value as placed on its own books by a hypothetical 
Pacific Company after it had been originally re- 
eorded there at the lower value; in the other case, 
the original entry of $10,900,000 was made on the 
Pacific books and, as far as I can see, represented 
eost to Pacific. 

Q. Now, isthere, in your judgment, any difference 
of substance in those two transactions? 

A. That is between the hypothetical case where 
the Directors make the writeup, after having pur- 
chased the property after they have recorded their 
asset value, and at one time later they decided, per- 
haps, that their judgment was bad, and that the 
asset had a greater value, so they increase the value 
on their books? 

Q. Yes. 

A. I think, in substnee, it is a similar situation. 

Q. Now, so that if the first situation—the hypo- 
thetical situation—which we have been discussing, 
is conceded to be a write-up, we can say that essen- 
tially the [625] same result is achieved and essentially 
the same transaction is carried through by the type 
of transaction which actually occurred and which 
we are discussing—the fundamental transaction 
which we are discussing? 

A. Well, the result was the same. 
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Q. And the transaction, in substance, is the same, 
is it not? 

A. Well, as I see it, in both cases there is a recog- 
nition of what in the judgment of the Directors in 
both cases is asset value. They came out in the 
end in both of books the same with 210,900,000. The 
writeup in the hypothetical case having been placed 
upon the books of Pacific Company in the hypo- 
thetical circumstances by Pacific; in the other case 
the cost to Pacific first recorded on Pacific books 
containing allowance for the same value. 

Q. So that it is a fair statement. is it not, that 
the substance of the two transactions that we are 
discussing is the same? 

A. Well, the result is exactly the same. It seems 
to me—— 

Q. (Interposing) I think perhaps we are in 
agreement. They are just two ways of doing the 
same thing; right? 

A. Iwas going to say that the question is simply 
one. after the facts are all laid out, whether this 
excess of Pacific’s recorded cost over cost to Amer- 
ican should be in [626] Account 107. or in Account 
100.5. 

Q. Sure. That is the ultimate determination to 
be made, and in order to assist in the determina- 
tion 

A. (interposing) I think it should go in 100.5. 
Of course. there is where the difference of opinion 


comes in that we are discussing today. 
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Q. Certainly. And as I say, in order to assist in 
an ultimate conclusion, I want to get your view into 
the record as fully as it is deemed necessary in 
this particular case as to the two types of trans- 
actions. And if I may repeat, then, those two trans- 
actions are just different ways of accomplishing 
the same result; right ? 

A. They come out with the same end result, yes. 

Q. Surely. Then, that statement that I read to 
you some time ago of Judge Healy that the same 
result, may be and has been attained in a more 
subtle manner, and so on. That statement is essen- 
tially a correct statement, is it not, in your judgment ? 

A. Well, I think we all agreed, of course, that 
the result is just the same; but I might not agree 
with the Judge’s wording here. 

Q. Yes. I can see where you might take excep- 
tion, particularly, where he says ‘‘often a writeup 
was created’? in your interpretation of that; but 
essentially what he says there [627] 

A. (interposing) I think you will come out in 
the same end result in either of the hypothetical 
cases, or the case which we have been discussing, for 


instance. 

Q. Yes. Now, then, I want to call your atten- 
tion—I don’t think we need concern ourselves with 
the rest of that paragraph, although there is some 
awfully good language in there—I want to call your 
attention to the following paragraph, which reads as 
follows; or a part which reads as follows: 

‘The writeup ‘i 
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A. (interposing) May I have the page, please? 

Q. Yes. It is at the bottom of the next full 
paragraph, Mr. Neill. 

‘The writeups were then used to balance or create 
contra-credits to surplus accounts, against which 
dividends could be charged or against which iteins 
eould be charged that should have been charged else- 
where, or to balance the issue of securities, either 
to public or to holding company, which then pro- 
ceeded to issue and sell to the public those securities 
against that.’’ 

Now, using ‘‘writeup’’ in the sense in which the 
Judge used it in that preceding paragraph there, 
and which we have discussed, is that a fair state- 
ment of what was done in the utility industry in 
the past? 

A. I don’t think I can answer that. 

Q. Now, take the case [628] 

A. (interposing) It is my 

Q@. Excuse me. Go ahead. 

A. I spoke this morning of the fact that I am 
not a professional accountant; it is only so far 


in accounting that I can go. 

Q. Well, take—had you finished your answer? 

A. No. I think, before answering that question, 
it would take me a considerable amount of time 
to study the thinking of the Judge because, as IL 
say, I am not grounded in the fundamental prin- 
ciples of accounting. 

Q. Well, let’s confine ourselves, then, to a par- 
ticular transaction that took place at the instruc- 
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tion of the Pacific; and using the term ‘‘writeup”’ 
in the sense in which the Judge used it there, it is 
a fact that that writeup, or whatever you choose 
to call it, was used to balance the issue of securities 
to the holding company; isn’t that so? 

A. Yes, the securities and the valuation of the 
property that belonged to the Pacific books and 
other assets and liabilities. Of course, those had 
to balance up; I can see that. [629] 

Q. So, at least, in that statement, we had sum- 
marized by Judge Healy the transaction, or the 
nub of the transaction, that occurred with respect 
to issuance of securities, at the very inception of 
the Pacific; right? 

A. If the simple interpretation of that para- 
graph is as stated in our last question and answer, 
I would agree with you as to the balancing of 
the securities against property accounts. 

Q. Might I have that read, Mr. Reporter? Will 
vou go back, please, Mr. Reporter, to my previous 
question ? 

(Whereupon, the reporter read as follows: ‘*‘Ques- 
tion: Well, let’s confine ourselves, then, to a par- 
ticular transaction that took place at the instruction 
of the Pacific; and using the term ‘‘writeup’’ im 
the sense in which the Judge used it there, it is 
a fact that that write-up, or whatever you choose 
to eal] it, was used to balance the issue of securities 
to the holding company; isn’t that so? Answer: 
Yes. the securities and the valuation of the property 
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that belonged to the Pacific books on other assets 
and liabilities. Of course, those had to balance up; 
m can see that. Question: So, at least, in that 
statement, we had summarized by Judge Healy the 
transaction, or the nub of the transaction, that 
occurred with respect to issuance of securities, at 
the very inception of the Pacific; mght? Answer: 
If the simple interpretation of that paragraph 1s 
[630] ‘‘as stated in our last question and answer, 
I would agree with you as to the balancing of 
securities against property accounts.’’) 


By Mr. Slaff: 

Q. I am not entirely clear, Mr. Neill, by what 
you mean by your last answer with the qualification 
that vou have attached to it. 

A. I was not attempting to qualify the thing. 
Mavbe we had better have it read again and listen 
to it again. 

(Whereupon the reporter read as follows: ‘‘An- 
swer: If the simple interpretation of that paragraph 
is as stated in our last question and answer, I would 
agree with you as to the balancing of the securities 
against property accounts.’’) 

A. Iam inclined to agree with you,—I though I 
could agree with you,—that when they set up these 
values on their books and issued the securities for 
them with other assets and labilities, they have 
to balance up. 

Q. Sure. And in that Exhibit No. 32, which we 
put into evidence this afternoon, being the night 
letter from Simpson, Thacher & Bartlett to Mr. 
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Weathers, it is apparent, is it not, that the capitaliza- 
tion and the securities to be issued by Pacific had 
been decided by American at the creation, or prior 
to the creation, of Pacific? 

A. Well, I think I agreed that they had been 
brought to a pretty definite conclusion by the time 
the Pacific was [631] organized, as to the various 
factors involved in the situation. 

Q. Just one other thing which I would like to 
discuss with you again,—it hurts me to pass up 
several of these very nice portions of this, but we 
want to get along. Towards the end of the appendix 
there,—I don’t know whether you have to go through 
it, Mr. Neill. I will give you the page. There is a 
statement,—this statement: 

‘‘Proper accounting is an indispensable adjunct 
to a sensible system of financing, just as poor ac- 
counting in the past has been an indispensable col- 
league of reckless financing.’’ 

I take it you would agree with that generaliza- 
tion on the importance of proper accounting and 
utility financing, would you not? 

A. Well, I would agree that proper accounting 
is very desirable. The rest of the statement is an 
opinion. Of course, I would disagree very heartily 
as to its implication. 

Q. Well, I don’t want to read any implications 
into this statement, or into any agreement of yours 
with it. Let’s take the first part of it. 

‘‘Proper accounting is an indispensable adjunct 
to a sensible system of financing.”’ 
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Is there anything you find to—— [632] 

A. (Interposing) That is what I was agreeing 
with you on. 

Q. All right. Now, then, let’s take the latter 
part of the sentence: 

‘Just as poor accounting in the past has been 
an indispensable colleague to reckless financing.’’ 

Isn’t that | 

A. (Interposing) No, I could not go on that. 

Q. Do vou mean they were able to get along; 
that they were able,—those who did go in for reck- 
less financing were able to go in for it with good 
accounting ? 

A. No, I didn’t mean to say that. I think that 
is just the expression of opinion, which JI don’t 
know whether it is justified or not. I would make 
no expression of my own opinion concerning that 
last part of the statement. The first part of it 
regarding proper accounting is all right. 

Mr. Laing: I take it, Mr. Neill, you think there 
are lots of things besides poor bookkeeping that are 
responsible for reckless financing ? 

The Witness: Oh, yes. 


By Mr. Slaff: 

Q. I am sure of that, but would it have been 
possible, Mr. Neill, to indulge in the reckless financ- 
ing that was indulged in in those cases where it did 
exist in the past in [633] the utility industry, without 
poor accounting? 

A. Well, I do not think I am able to express 
an opinion on that myself. 
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Q. Well, what interests me is the way you ex- 
press an opinion for Mr. Laing right off like that 
on the same subject; but you can’t express one for 
me. Let me put it again. Without going into 
the industry or the history of the industry, par- 
ticularly, we know that in the past there have 
been instances of reckless financing; isn’t that so? 

A. Speaking generally, yes. 

Q. Yes. And wouldn’t you agree that it would 
be pretty difficult to carry that out if the account- 
ing,—if the books of the companies involved and 
the financial and the balance sheets and the state- 
ments,—the financial statements, for instance, had 
been characterized by good, sound accounting? 

A. Well, the reason IJ am hesitating is I was 
trying to get the connection with the accounting 
with the instances of reckless financing. Of course, 
reckless financing, I suppose, in those cases where 
there was such, is set up on the books. 

Q. They were what purported to be balance sheets 
and what purported to be income statements to 
support the financing; right? 

A. It might have been good accounting as far 
as purely [634] technical accounts is concerned, but 
not showing enough of the actual facts; that is what 
IT have in mind. 

Q. Surely. 

A. Well, I think I can go with you on that. [635] 

Mr. Laing: Mr. Slaff, Mr. Neill and I got some 
information you asked to check on last night. 
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Mr. Slaff: Yes. if you will be good enough, Mr. 
Laing. Whereupon. 


WILL YT. NEILL 


called as a witness on behalf of the Pacific Power 
& Light Company. having been previously sworn, 
resumed the stand and testified further as follows: 


Further Direct Examination 
By Mr. Laing: 

Q. Mr. Neill, in the transcript at page 564. reier- 
ence was made to Mr. Farrar's connection with the 
Electric Bond and Share Company in 1926. Did 
you find out anything [637] further about Mr. 
Farrar. Mr. Neill? 

A. Yes. Mr. Farrar has never been an officer 
or director of Pacific. For many years he was 
an important officer of Electric Bond & Share Com- 
pany in connection with the marketing by that 
company of bonds and other securities with the 
affliated holding and operating companies. 

Q. You were asked, I think. at page 556, whether 
Mr. Groesbeck was President of American in 1924. 

A. We found an old directory and determined 
that Mr. Groesbeck was President of American 
Power & Light Company in 1924. The probability 
is that he assumed that position on or shortly after 
Mr. Svkes resignation as president. referred to in 
Mr. Groesbeck’s letter to Mr. Talbot on June 4, 1924. 
Mr. Groesbeck. of course. was also an officer of 
Electric Bond & Share. 
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Q. And you were asked about the relationship 
of Mr. Grenier to these various companies. 

A. Mr. Grenier was an operating vice-president 
of Pacific Power & Light Company from January 
16, 1911, until some time in 1912, at which time 
he left Portland and joined the Bond & Share or- 
ganization. He continued nominally as vice-presi- 
dent of Pacific thereafter until April 13, 1933, which, 
I believe, was the date of his death. He also served 
as a director in 1911 and 1912, and again from 
1917 to 1933. An old directory indicates that Mr. 
Grenier was also vice- [638] president of the Amer- 
ican Company in December of 1924, which indicates 
that he held such office while serving as a director 
of Pacific, and possibly also while a member of 
the Executive Committee of the Pacific Board, his 
election to which, on January 14, 1932, is referred 
to at page 545 of the transcript. 

@. You were asked, but I haven’t the transcript 
reference, Mr. Neill, who were the present member's 
of the Executive Committee of the Board of Directors 
of the Pacific Company.. 

A. We checked the records, and it appears that 
there has been no Executive Committee of the Board 
of Directors since November 9, 1933. The idea of 
the Executive Committee originally was to have a 
committee with limited authority to function when 
necessary in behalf of the Board on occasions be- 
tween regular quarterly meetings, or when it might 
not be feasible to call a special meeting of the 
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Board. After Mr. McKee became President in 1933, 
and at his suggestion, the meetings of the Board 
have been held monthly, and the Executive Com- 
mittee has been dispensed with. 

If an examination is made of the records of the 
Pacific Company prior to 1933, I believe it will 
be found that all important matters, including such 
things as financing, acquisitions of property, etc., 
were passed upon directly by the Board in the first 
instance rather than by the Executive Com- [639] 
mittee. 

Q. You were also asked, Mr. Neill, when Mr. 
Talbot first became president of the Pacific Com- 
pany. Have you checked the records to see about 
that? 

A. Yes. It appears, from checking the records, 
that the first president of Pacific was a resident 
of Augusta, Maine, who held office for two days. 
on June 15th and 16th, 1910, Mr. E. M. Leavitt; 
that the next president was Mr. E. W. Hill, of 
the Bond & Share organization, who was president 
from June 16, 1910 to August 20, 1910, and that 
Guy W. Talbot was elected president on August 
20, 1910, and he held office until February 25, 1933. 

Q. Now. I asked you about Mr. Groesbeck, did 
I not? A. Yes. 

Q@. And Mr. Grenier? A. Yes. 

Q@. You were asked, in the transcript at page 
565, whether Mr. Hatch had anything to do with 
the Pacific refinancing. 

A. We checked on that and find that Mr. Hatch 
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had nothing whatever to do with the Pacific re- 
financing. He did act, however, as an intermediary 
on the acquisitions of certain properties by Inland 
Company in 1925 and 1928. 

@. You were also asked whether any intermediary 
was employed in the 1930 Pacific refinancing, Mr. 
Neill. [640] 

A. The record shows that, with respect to the 
1930 transaction, it was carried on directly between 
American and Pacific, as set forth in the minutes 
of the Pacific Director’s meeting on July 29, 1930, 
which is Exhibit 21. 

Q. Now, at page 566 of the transcript, you were 
asked whether Mr. Silliman’s hope of losing the 
discount and premiums through an intermediary 
was realized. What have you to say as to that? 

A. In the testimony yesterday, attention,—not in 
the testimony yesterday,—strike that, Mr. Reporter. 
Attention has been called to the fact that no inter- 
mediary was used in the 1930 transaction, and as 
the 5% bonds were not called, but were retired at 
par on August 1, 1930, no premium on calling the 
bonds was involved. The record shows that the 
bond discount on the 1930 bonds was not separately 
taken up on Pacific’s books prior to the reclassifica- 
tion statements, nor was the debt discount of four 
hundred eighty-eight thousand odd dollars on the 
1910 bonds taken up on Pacific’s books prior to the 
reclassification. 

Q. With reference to page 567 of the transcript, 
Mr. Neill, toa wire from Mr. Silliman to Mr. Talbot, 
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dated December 21, 1937, concerning tentative re- 
financing plan referred to in that wire, suggesting 
that the Pacific call a Board meeting for the pur- 
pose of considering it; have you checked to see 
whether anything was done in connection with [641] 
that ? 

A. Yes. We checked that, and the record shows 
no financing was carried out pursuant to the sug- 
gestion contained in that wire, and no refinancing 
occurred until August 1, 1930, when the 5% bonds 
matured. 

Mr. Laing: JI think that was all that we have 
listed that we were asked to do. 


Cross Examination (Resumed) 
By Mr. Slaff: 

@. You mean by 1930, in response to your pre- 
vious questions by Mr. Laing, the technique had 
so advanced that it was not necessary to employ 
an intermediary in the refinancing in order to lose 
the bond discount. At least, that is what it would 
amount to? 

A. We checked the record and found that there 
was no intermediary in the 1930 transaction. That 
was a direct transaction between American and 
Pacific. 

Q. And another way of putting the result of 
that transaction is that the approximately a million 
and a half bond discount suffered in that transaction 
was lost in Pacific’s plant? 

A. It wasn’t taken up as bond discount on Pa- 
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cific’s plant account, as such. It was in the plant 
account, and in the reclassification, we set it up 
separately. 

Q. Surely. The 1930 bond discount went into the 
plant account [642] rather than being taken up as 
bond discount, and in the reclassification, you have 
set it up properly; right? [643] 

A. I think my answer to the previous question 
covered that. 

Q. Ithink so. Thank you. 

Turning now to your Revised Statement G, Ex- 
hibit 17, wherein is shown the comparative balance 
sheets as of January 1, 1937, before and after 
making the adjusting entries as required by the 
System of Accounts, as you interpreted it; is my 
statement correct ? A. That is correct. 

Q. Now, on the balance sheet you show a total 
utility plant value of some $28,768,000-odd ? 

A. After adjustment. 

@. And other physical property in the sum of 
$2,468,000; is that correct ? 

A. That is right. 

Q. Making a total of $31,236,000? 

A. Approximately $31,236,000. 

Q. And you show a reserve for property re- 
tirement, after adjustment, of $2,654,000; is that 
right ? A. That is right. 

Q Making thus a net book cost of your total 
utility plant and other physical property of some 
$28,580,000-odd ? 

A. That is fixed capital, less reserve. 
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Q. Yes. Now, assume, Mr. Neill, that the prop- 
erty of the Pacific Power & Light Company had 
been valued by a [644] competent engineer as of 
December 31. 1940. who had arrived at reproduc- 
tion cost of that property in the sum of $37,450,000, 
as going value of that property the sum of $3,000,- 
000, and the depreciation in the property, $5,700,000 ; 
making a net total of $37,450,000; and assuming 
that the Board of Directors had, in meeting, come 
to the conclusion that that represented a fair value; 
and let us assume that no net additions had been 
made to your property between January 1, 1937 
and January 1, 1941, so that we could use the fig- 
ures; would you approve, under those cirecum- 
stances, an entry in your Plant Account to show 
as the net property value in the sum of $37,450,000 
as of January 1, 1941? 

A. No; I think, in that situation, the cost to the 
utility should be shown on the books as it is today. 

Q. That, you would consider a writeup on the 
Company’s books that you could not approve, would 
you not? 

A. I don’t think I would approve that particu- 
Jar kind of revaluation; that is, so far as the books 
of account go. 

Q@. Yes. We are confining ourselves to the 
books of account. 

A. The assets today are presumably worth the 
$37,450,000, less the depreciation, but the books of 
account show, as they should, the cost to the Pacific 
Company. 
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Q. Now, would you approve the creation of a 
company, if you were asked to, by the American 
Power & Light Company, [645] known as Pacific 
Power & Light No. 2, which was to take over all 
the property of the Pacific Power & Light Com- 
pany, assume its stock, issue the same amount of 
preferred stock that is now outstanding in ex- 
change for the present Pacific preferred, and issue 
common stock at a stated value of some $6,000,000 
more than the stated value of the present Pacific 
stock, and the entry into the Plant Account of 
Pacific No. 2 of the properties which it takes over 
at a net figure of the sum of $34,750,000? 

A. May I have that question read; that is 
rather a long question. 

Q. Surely. 

(Thereupon the last preceding question, re- 
ferred to, was read aloud by the reporter as 
above recorded. ) 


A. Well, that is coming into something that I 
don’t know very much about. About all I can say 
about that is that is hypothetical as to the present 
situation. As I say, I am not a professional ac- 
countant, but, as I understand, the cost to the 
utility is the amount that should be recorded on 
its books. There are undoubtedly occasions when 
a new company might be formed to take over val- 
uable assets, properly so, at values in excess of 
what they might have been recorded on somebody 
else’s books, where the values of those assets are 
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stable and well-founded. I don’t know whether 
that is done, generally, but it seems to me that it 
might be done— [646] not referring to this par- 
ticular situation. 

Q. Well, confining ourselves to the present sit- 
uation. Of course, it is a hypothetical situation, 
but I put the hypothetical question to you in order 
to get your reaction as to what you think should 
properly be done. 

A. Well, as I said, I am not an accountant, and 
it is a little beyond my scope. 

Q. I realize that, but they tell me you are a 
pretty good operating man, and I am trying to 
get your opinion, as an operating man who has 
properties, who feels a duty to the security holder 
and to the public, and it is from that point of 
view that I put that question to you. 

A. As you say, I would not say I am a good 
operating man, but my forte is operating not finane- 
ing, and I don’t know anything about financing. 
I couldn’t very well speculate on such situations 
such as you have outlined. [647] 

Q. Of course, you are a member of the Board 
of the Pacific Power & Light Company? 

A. Yes. 

Q. And while you might not be a specialist in 
financing, financing problems come up before the 
Board? 

A. Qh, yes; there have been no major ones since 
I have been a member of the Board. 
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@. There are problems of financing to keep it 
running on a good, solvent basis, and those prob- 
lems are not entirely removed from your ken, are 
they ? 

A. Well, situations such as you stated in your 
question are beyond my knowledge. 

Q. You are familiar with the proposed Pacific- 


Inland merger? A. Yes. 
Q. And you testified about it before the Federal 
Power Commission ? A. Yes. 


Q. That involves problems of consolidation and 
merger and various financial problems attendant 
thereon ? 

A. Well, the phase of the matter that I handled, 
or the phases of the matter that I handled were not 
on the financing end of it. 

Q. But what I mean is, you are pretty well 
familiar with the problems involved there? [648] 

A. Oh, yes; but, as I say, I am not at all 
familar with, nor do I have an intimate knowledge 
of the broader aspects of pubhe utility financing; 
that is, I do not have sufficient knowledge to do 
any more than speculate, which, of course, I don’t 
want to do. 

Q. I certainly don’t want you to speculate, but, 
nevertheless, I want the opinion of a witness who 
has been produced by the company in this respect 
put on as accurately, without indulging m specu- 
lation, as it can be put on. Now, you told us, right 
off, with respect to the first situation I put to you, 
namely, the writing up of the plant account of the 
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present Pacific, and that vou would not approve 
er it. 

A. I don’t know that I know all the aspects of 
such a situation, but that would be my present 
opinion, that the account should remain on the 
Company’s books stated as it is on the Company‘s 
books today; that is, without regard to the total 
value of the assets which is today worth consider- 
ably more than is shown on the Company's books. 

Q. Let us assume that all other factors remain 
the same, but it is suggested to you by American 
Power & Light Company that this Pacific No. 2 
should be created and, as I have said, all the prop- 
erties of Pacific No. 1 taken over, its bonds as- 
sumed, preferred issued in the same amount, com- 
mon stock issued at a stated value of six million 
dollars more, and the properties taken into the 
plant account of [649] Pacific No. 2 at a net amount 
of six million dollars more than the present net 
amount on the books of the Company.—— 

Mr. Foley: (Interposing) You are not suggest- 
ing, Mr. Slaff, that the situation is the same today? 

Mr. Slaff: What do you mean, Mr. Foley? I 
am sorry, I don’t follow you. 

Mr. Foley: You said you are assuming that 
Company No. 2 would take over the properties of 
Pacific No. 1, with all factors remaining the same; 
you are not relating it to the actual situation that 
exists today in this present territory ? 

Mr. Slaff: It doesn’t make any difference for 
the purposes of my question. 
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Mr. Foley: It is just a hypothetical question? 

Mr. Slaff: Certainly. It is a hypothetical ques- 
tion. JI don’t want to bring up any extraneous 
factors. Certainly, if Mr. Neill or counsel want to 
bring in other factors, they may do so, but that 
is irrelevant for the purposes of my question. I 
simply want to know whether the witness would 
approve of such an entry. I simply want to know 
whether the differences in the situation created by 
the creation of another entity, Pacific No. 2, would 
justify such an entry, in his opinion, or meet with 
his approval. 

The Witness: Well, I really don’t feel capable 
of answering the question, because of my lack of 
knowledge of all the factors involved. [650] 


By Mz. Slaff: 

Q. Do you mean that the answer which you 
would-give after reflection on the problem would be 
valueless to us and to the Commission in arriving 
at a conclusion with reference to the problem that 
confronts us in this case? 

A. I very definitely feel that, having had no ex- 
perience in financial matters of that kind, I can- 
not answer the question. 

Q. Well, wasn’t it necessary, Mr. Neill, to con- 
sider that type of a situation in arriving at vour 
original conclusion as to whether or not the origmal 
Pacific transaction, the actual historical transaction, 
was or was not a write-up ? 

A. I ean say this, I believe: If some organiza- 
tion undertook, maybe for the purpose of integra- 
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tion or any other purpose, to take over the proper- 
ties of the Pacific Company, or any other company 
today, they would probably take those properties 
over at the best price possible, based on the valua- 
tion of the assets as of today, and that might in- 
volve, in the case of the Pacific Power & Light 
Company, a considerably higher plant value than 
the Pacific now has on its books of record as re- 
cording its costs,—costs to it. 

Q. Of course, you are presupposing a trans- 
action with some outside company, and not a trans- 
action between the American and the Pacific; you 
are presupposing a transaction with some other 
organization; isn’t that so? [651] 

A. Yes. 

Q. That is why I put the question the way I did, 
to eliminate the factor of arms’ length transactions. 
I asked you to assume, with all other factors being 
equal, except that the American wanted to create 
Pacific No. 2, under the conditions which I stated. 

A. That is, as I said before, if a new company 
should be organized to buy this property, or any 
other property, I should think it would be perfectly 
proper for it to take the property over at the value 
which the new organization thought it had, and pay 
for it accordingly, in securities, or otherwise. 

Q. Let us say that the new organization, which 
is Pacific No. 2, is created now by the American 
Power & Light Company for the purpose of taking 
over the identical properties which the Pacific now 
holds, and all the directors of the Pacific No. 2 are 
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employees of the American Power & Light Com- 
pany, or their law firm at the present time, would 
you approve, or do you think it proper that such 
a transfer of properties should be made to Pacific 
No. 2 and an entry into the plant account of 
Pacific No. 2 of some $6,000,000 in excess of the 
amount now recorded in the plant account of the — 
Pacific as it exists today ? 

A. That is the part of the question I don’t feel 
capable of answering. I would be glad to, if I knew. 
But [652] that situation, as I see it, insofar as my 
part of it is concerned, would require careful study 
and consultation with somebody that was expert on 
these matters, both as to their actual operation and 
with respect to the regulations that pertain to it, 
and all other phases of it. I am trying to answer 
the question the best way I can, and I am not try- 
ing to avoid it. 

Q. Tell me this, then: Would you recommend, 
in the Inland merger, to take over the Inland 
properties on the books of the Pacific at the present 
day reproduction cost of those properties, or on the 
basis of the cost on the Inland’s books? 

A. Well, that has been set up to come over, if it 
comes over, at the cost on Inland’s books, with 
no change in the valuation of the properties. 

Q. Well, why shouldn’t it come over at repro- 
duction cost, if that is higher than the cost on 
Inland’s books? 

A. Well, of course, in that case, the Inland is a 
wholly owned subsidiary of the Pacific, and I think 
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it should come over, in that case, at the cost to 
Inland. 

Q. Well, what is the reason in back of vour con- 
clusion that, because it is a wholly owned subsidiary, 
the property should come over at the cost to Inland? 

A. Well, I think Iam doing a little bit of specu- 
lating, and I should not be doing it, because I am 
not familiar [653] with all the aspects of the prob- 
lem. I have gone as far as I can. 

Q. That is why I brought the problem back, Mr. 
Neill, to the Inland-Pacific merger situation, be- 
cause, I assume that that has been the subject of 
discussion in your company, in which you are con- 
cerned, over a period of a good many years? 

A. There has not been any discussion about 
bringing it over to the Pacific except at the cost 
shown on the Inland’s books. 

Q. That, I assume, was fundamental, and so 
considered by the Board? 

A. That particular discussion was never entered 
into, and that is why I am lost in the hypothetical 
situation. 

Q. The Inland illustration is a very concrete 
illustration, and that is why I wanted to discuss 
it with you; but, as I told you before, I don’t want 
you to speculate and I don’t want you to put on 
the record any statement that you feel you have 
been compelled to or prodded into giving; I want 
your mature judgment; but, again, I put the ques- 
tion to you, and if you feel you cannot answer it, 
of course, you will tell me so; if you can tell us 
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the reason back of the conclusion that was accepted 
as fundamental, that the Inland properties should 
come over to the Pacific at cost to Inland rather 
than at reduction cost, or any other fact? 

A. As TI say, it has never been discussed, and I 
have never given it any thought. [654] 

Q. Would you make any distinction between the 
_transfer of property from a wholly-owned sub- 
sidiary to the parent and the transfer of property 
between two wholly-owned subsidiaries of the same 
parent ? A. Any distinction in what respect? 

Q. In connection with the amounts which should 
be recorded in the plant accounts as the result of 
such transaction ? 

A. Well, I do not know. As it appears to me 
in a transaction of that kind, it is entirely proper 
to put on the—that is, to put the properties on the 
new company’s books at their value as determined 
at the time. Now, as to the property of the two 
related companies, I don’t know about that. That 
is involved in—I personally can see no practical 
reason why the values of a new company of any 
kind should not reflect the true value of the asset 
at the time of the acquisition. 

Mr. Slaff: May I have the first part of that 
answer, Mr. Reporter ? 

(Thereupon, the answer referred to was read 
aloud by the reporter as above recorded. ) 


By Mr. Slaff: 
Q. I don’t know whether you specifically an- 
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swered the question which I put to you, Mr. Neill, 
and I would like to put it again. [655] 

With respect to the amounts which should be 
recorded on the books of the acquiring company, 
do you make any distinction between a transaction 
in which a wholly-owned subsidiary which sells 
property to its parent and the transaction in which 
one wholly-owned subsidiary of the parents sells 
property to another wholly-owned subsidiary of the 
same parent? 

A. May I have that question read, please? 

(Thereupon, the question referred to was 
read aloud by the reporter as above recorded.) 


A. (continuing) Well, I don’t know whether 
I can answer that or not. As I see it, it should 
be perfectly proper to put the value of the asset 
at the time of the transaction on the new com- 
pany’s books—that is, the value at the time of the 
transaction. 


By Mr. Slaff: 

Q. Well, is it perfectly proper, then, in your 
judgment, to put the value of the assets of Inland 
on the books of Pacific, at the time of the consum- 
mation of the merger between Pacific and Inland? 

A. I don’t know, Mr. Slaff. 

Q. I asked you that question, Mr. Neill, of 
course, in the light of the answer of yours that 
immediately precedes that, where you made a gen- 
eralization which led me to believe that you were 
stating that in general, as a generalization, you 
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approve of such action, and that is why I want to 
relate [656] it specifically to a transaction with 
which you are familiar and a transaction which 
specifically affects your Company. 

A. Iam getting into the phase of the situation 
with which I say I don’t have enough experience 
to deal with it. I am trying to give you the 
answer. 

Q. Surely; I realize that, Mr. Neill. 

A. At the present time that is all I can say; 
I just don’t know. 

Q. Now then, you have said, as I recollect your 
earlier answer, that the property of Inland should 
come over to Pacific at the cost on Inland’s books, 
because Inland is a wholly-owned subsidiary of 
Pacific, and that has been accepted as fundamental 
by you and your company people in considering the 
problem. It is so fundamental that you never even 
went into the reasons back of it. 

Now, I ask you whether your conclusion would 
be the same if American owned ail the stock of 
Inland, instead of Pacific, or would your conclu- 
sion in that respect be different ? 

A. Well, with respect to the Inland transaction 
of which I spoke before, of course, as I said, the 
question of bringing it onto Pacific’s books at some 
value representing its present worth, it has never 
been discussed as compared with the proposition 
of bringing it on the Pacific’s books at its recorded 
cost to Inland. It is my opinion, if I did express 
it as to that fact, that it probably should come [657] 
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to Pacific at its recorded cost; that was merely 
based on the fact that that was the plan, and the 
other possibility was not discussed. 

Q. Well, can you see any distinction as to the 
affecting the amount at which the Inland property 
should come over to Pacific’s books? Can you see 
any distinction in the situation where Pacific owns 
all the common stock of Inland, or American owns 
all the common stock of Inland? 

A. Well, I think it would still be a case of what 
the value of the assets are at the time of the trans- 
action. 

Q. I am afraid I am not entirely clear as to 
your answers, Mr. Neill; so let us see if we can 
elear that up. As I understand it, with respect 
to the situation as it exists, and that is Pacific own- 
ing all the common stock of Inland, you say the 
property should come over from Pacific—from 
Inland to Pacific, at cost on Inland’s books; right? 

A. Well, that is the way it is coming. You say 
it should come. Now, the question where I can’t 
follow you, of course, is whether it would be proper 
in a situation of that kind to take it on the Pacific’s 
books at increased values based on the present 
worth of the assets. 

Q. You don’t think the Board is recommending 
an impropriety, or action that is improper in the 
judgment of the Board when it directs that the 
property of Inland, when it comes over, come over 
at cost on Inland’s books, do you? [658] 

A. No, that wasn’t the question. The statement 
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I made was with respect to bringing it over at a 
higher value. 

Q. Well now, your Board has, as I wnderstand 
it, assumed as fundamental the property of Inland 
is to come over.to Pacific at cost on Inland’s books; 
is that correct? 

A. That is the basis upon which the thing has 
been decided, yes. [659] 

Q. Yes. 

A. That is, that two properties should be 
merged just as they stand on the books. 

Q. Now, can you see any distinction be made 
in the cost at which such property should come 
over to the books of Pacific between the situation 
where Pacific is the sole owner of all common stock 
of Inland, and the situation where American is the 
sole owner of all the common stock of Inland? 

A. Well, there might be a difference in the na- 
ture of the properties, of course. Take in the case of 
Inland and Pacific, the whole set-up of the prop- 
erties is different. They are practically one prop- 
ertv. I don’t get your 

Q. (Interposing) I don’t think you answered 
the question as I put it to you. Again, assume all 
other factors are equal and the properties are oper- 
ated in the same manner as they are today; all 
other factors are equal except that American, in- 
stead of Pacific, say, owns all the common stock 
of Inland. Now, would that factor make any differ- 
ence in your mind as to the amount at which the 
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properties of Inland should come over to the books 
of Pacific? 

A. Well. I don’t think it would. 

Q. All right. Now. if the Inland’s property was 
brought over to Pacific’s books at reproduction cost, 
or some other value higher than the cost on In- 
land's books. would vou consider that a write-up? 

[660] 

A. That is bringing the property from Inland 
to Pacific at a higher value than it is now set up 
on Inland’s books? 

Q. That is right. 

A. According to my understanding of the write- 
up. again. as we discussed it yesterday, I think, 
according to my fundamental definition. that would 
not be a write-up. 

Q. That is why I put this case. to see whether 
there might be some variance in vour thinking from 
that fundamental definition which you gave us yes- 
terday. and J am asking vou now whether vou con- 
sider that such a transaction is a write-up. 

A. It would be accounted for. the way I would 
look at it. as a part of your 100.5 Acquisition Ad- 
justment on Pacifice’s books. 

Q. Well. let’s see. Do I understand. then. that 
you would not regard such a transaction as a write- 
up? 

Mr. Laing Are you asking him. Mr. Slaff. in the 
hypothetical case. or in the case where the Pacific 
owns the Inland stock first? 

Mr. Slaff: This is the case where the Pacific 
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owns the Inland stock and the property comes over 
on the Pacifie’s books at a value higher than the 
cost and the amount recorded on Inland’s books. 

A. Well, the question there as to the complete 
owner- [661] ship of Inland as to all debt and se- 
eurities by Pacific,—my hesitation is the difficulty 
I have in getting away from my fundamental defi- 
nition of a writ-up. Mr. Slaff, would you mind 
stating your question again for me? 

Q. Surely. As conditions actually exist, if the 
property of Inland should come over to the books 
of Pacific at a value higher than the cost to In- 
land as recorded on Inland’s books, and that prop- 
erty should be entered on Pacific’s books at that 
higher value, would you consider that transaction 
a write-up? 

A. That might be a write-up, in view of the 
complete ownership, as I started to say a while 
ago, at present of all of the Inland’s securities and 
debt by Pacific. 

Q. Now, I think you have told us earlier than 
you made no distinction between property with re- 
spect to the price or the amount at which property 
should be recorded as result of the transaction, 
you made no distinction between the situation 
where the sale was from a wholly owned sub to the 
parent, and the situation where the sale was from 
one wholly owned sub of the parent to another wholly 
owned sub, of the same parent. Now, in the light of 
that situation and statement of yours, as I under- 
stand it, assuming that all the securities of Inland 


vs. Federal Power Commission 347 


(Testimony of Will T. Neill.) 

were owned by American Power & Light Company, 
and the property of Inland went over to Pacific at a 
value higher than the cost to Inland, would you say 
also [662] that in your view that transaction might 
be called a write-up ? 

A. That is, American owns all of the securities 
at the time of the transaction? 

®. That is right. 

A. Yes, I think it might. 

@. I show you a photostatic copy of an caine 
of an exhibit that went into evidence in the Pacific- 
Inland case before the Commission, Docket IT-5469, 
being Exhibit No. 8, and ask you if you can a 
that for us, Mr. Neill. 

A. I believe this is a copy of that exhibit; I 
have seen it. 

@. That exhibit was prepared, was it not, by 
Mr. A. D. Root, at the request, as I understand it, 
of some of the staff of the Commission in that case? 

A. I believe it was. 

Q. Yes. And will you identify Mr. A. D. Root 
for the record, please? 

A. I don’t know exactly what Mr. Root’s posi- 
tion is. He is an accountant in the New York or- 
anization, either of Electric Bond & Share, I think, 
—I[ would not be sure as to that; he is one of the 
New York men. 

Q. Well, when you say he is an accountant, and 
if we let that stand as such in the record, it per- 
haps might not exactly do justice to Mr. Root’s 
position, Mr. Neill. He is one of the chief account- 
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ing officers, is he not, of Electric [663] Bond & 
Share or Ebasco? 

A. I do not know what his particular position 
is, but he is, of course, an accountant; I know that. 

Q. Surely. 

A. But he prepared the exhibit, and he has 
given testimony, I believe, in that case. 

Q. I should think by now almost this Commis- 
sion, or any regulatory commission, should be able 
to take judicial notice of Mr. Root’s position. 

A. JI have never known what his title is or what 
position he holds. 

Mr. Slaff: I should like to have this document, 
which is a photostatic copy of Exhibit No. 8, in 
Docket No. IT-5469, before the Federal Power 
Commission, marked for identification as an ex- 
hibit and received in evidence. 

Trial Examiner: It may be marked for identifi- 
eation as Exhibit No. 33. Mr. Slaff, do you have 
other copies? 

Mr. Slaff: I don’t have them now, Mr. Exam- 
iner. 

Trial Examiner: J wonder if you can furnish 
copies, inasmuch as that is in the formal files of 
the Commission. 

Mr. Slaff: Well, I have a copy for the files, and 
I think perhaps it might be better to have it in the 
record. I will furnish additional copies for counsel 
and your Honor. 

Trial Examiner: Very well. It will be marked 
for identification as Exhibit No. 33. [664] 
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(The document referred to was marked Ex- 
hibit No. 33 for identification.) 


Trial Examiner: Is there any objection, Mr. 
Laing? 

Mr. Laing: I have no objection to its being re- 
ceived in evidence as a correct copy of an exhibit 
as prepared and submitted by Mr. Root at the re- 
quest of the staff of the Federal Power Commis- 
sion in the merger hearing. I am not objecting to its 
acceptance, but I want to make clear that I do not 
feel that our own company is bound by the figures 
or the analyses that were made in this exhibit. I 
mean, it is not offered as a document as coming 
from the Pacific Power & Light Company. 

Trial Examiner: But you do not object to the 
offer? 

Mr. Liang: No: with the limited scope of its 
appheation. 

Trial Examiner: Very well. Exhibit 33 will be 
received. 


(Exhibit No. 33 was received in evidence.) 
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Mr. Slaff: I would like also at this time, Mr. 
Examiner, to have marked for identification and 
received in evidence a photostatic copy of the min- 
utes of a meeting of the Executive Committee of 
the American Power & Light Company, 71 Broad- 
way, New York, New York, held on Monday, June 
138, 1910. This particular photostatic copy of the 
minutes is an exhibit before the Securities and Ex- 
change Commission, being No. 212-F, in Docket 
No. 59-12. 

Trial Examiner: It will be marked for identifi- 
eation as [665] Exhibit No. 34. 

(The Document Referred to Was Marked 
Exhibit No. 34 for Identification.) 


Mr. Laing: No objection to it. 
Trial Examiner: Exhibit 34 will be received. ~ 


(Exhibit No. 34 Was Received in Evidence.) 


HEARING EXHIBIT No. 34 


Securities and Exchange Commission. Docket No. * 
59-12. Commission’s Exhibit No. 212 F. In the 
Matter of Elec Bond & Share. Date 8/31/41. Wit- 
WES ae cee ss Elec Reporter, Inc. (Illegible.) Re- 
porters. By Grover. 

A meeting of the Executive Committee of the 
American Power & Light Company was held at 
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#71 Broadway, New York, N. Y., on Monday 
June 13th, 1910, at 4:00 o’clock P. M. 
PRESENT—R. E. Breed 

F. L. Dame 

S. Z. Mitchell 

F. C. Walcott 

N. M. Young 
EPS 

Mr. Wehrhane, a Director, was also in at- 
tendance. 

Mr. S. Z. Mitchell, Chairman of the Board, acted 
as Chairman of the meeting, and Mr. E. P. Sum- 
merson, Assistant Secretary of the Company, acted 
as Secretary. 

The Chairman presented a tentative plan of con- 
solidation of the Astoria Electric Company, the 
Columbia Power & Light Company, the Walla 
Walla Valley Railway Company and the Yakima 
Pasco Power Company, the three latter compa- 
nies being temporary organizations which had been 
formed to take over the properties of the North- 
west Light & Water Company, the Yakima Valley 
Power Company and the properties of the North- 
western Corporation, east of the Cascade Moun- 
tains as had been acquired under and by authority 
of the Board of Directors at meetings held on Feb- 
ruary 15th, 1910 and March 11th, 1910 respectively. 
He proposed Pacific Power & Light Company as 
a suitable name for the new company, to be in- 
corporated under the laws of the State of Maine 
and recommended that its capitalization be ap- 
proximately as follows: 
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Authorized To be issued now 

Common stock .....--.---.c.---0-- $6,000,000.00 $6,000,000.00 
Preferred Seven Percent 

Cumulative Stock .......... 1,500,000.00 1,250,000.00 


On motion, it was 

Voted, that the consolidation of the aforesaid 
companies and the capitalization of same as above 
set forth be and the same hereby is approved. 

The Chairman stated that the Portland Gas & 
Coke Company had tentatively arranged for the 
issuance and sale of $215,000. par value of addi- 
tional First Mortgage Five Percent Bonds, at 
9214% & interest, of which $50,000 par value would 
be issued forthwith and the remaining $165,000. par 
value to be in the form of five percent interim cer- 
tificates secured by deposit of $165,000 cash with 
the United States Mortgage & Trust Company, 
New York, N. Y., as Trustee, redeemable from 
time to time, par for par, upon delivery to the 
Trustee of First Mortgage Five Percent Bonds 
authorized and issued under the terms of the mort- 
gage securing same, and asked for a formal ex- 
pression in the premises by the Committee. 

On motion, it was 

Voted, that the issuance of 50,000 par value First 
Mortgage Bonds and $165,000. par value interin 
certificate and the sale thereof at 9244% and in- 
terest (EPS) as above is hereby approved. 

The Chairman presented for the consideration 
of the Committee improvement requisitions num- 
bers 13 for $51,134.86 and 15 for $26,286.80 cover- 
ing respectively installation of Tungsten Lamps 
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for street lighting and extension of high pressure 
gas mains of the Kansas Gas & Electric Company, 
Wichita, Kansas. 

On motion. it was 

Voted. that the requisitions, as above, be and the 
same hereby are approved. 

The Secretary asked for a resolution approving 
and authorizing the signatures of Messrs. Hill and 
Summerson as Vice President and Assistant Sec- 
retary respectively as endorsers as officers of this 
Company to four hundred and ninety three (493) 
shares of the capital stock of the Astoria Electric 
Company. and of four notes of $50,000. each of the 
Yakima Pasco Power Company which have been 
deposited with the Standard Trust Company of 
New York, New York, N. Y., as collateral for the 
loan of this Company. 

On motion, it was 

Voted, that the pad gmacnargeits on behalf of this 
Company as above be and the same hereby are 
approved. 

There being no further business the meeting ad- 
journed. 

E. P. SUMMERSON 
Secretary. 


By Mr. Slaff: 

Q. Mr. Neill, I hand you a document headed, 
“Pacific Power & Light Company, Statement of 
Cost to American Power & Light Company, Com- 
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mon Stock of Pacific Power & Light Company, 
as computed from statement prepared by D. W. 
Jack, Treasurer of American, furnished to the 
staff of the Federal Power Commission,’’ and IL 
will ask you if you will be good enough to identify 
that one-page tabulation. 

A. Yes. That was prepared in our office. 

Mr. Laing: That is a document you used as a 
memorandum in testifying on that subject, was it? 

The Witness: That is correct. 

Mr. Slaff: Yes. That is one of which you fur- 
nished copies either yesterday or the day before, 
Mr. Laing. I should like to have this document 
marked with the next exhibit number, and received 
in evidence. 


Trial Examiner: It will be marked for iden- 
tification as Exhibit No. 35. 
(The Document Referred to Was Marked 
Exhibit No. 35 for Identification.) [666] 


Trial Examiner: Exhibit 35 will be received. 
(Exhibit No. 35 Received in Evidence.) 
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By Mr. Slaff: 

Q. Now, underlying this summary exhibit, Mr. 
Neill, was certain data which you received from 
the American Power & Light Company, which you 
transmitted, also, to the Federal Power Commission 
examiners; is that correct? 

me "Divat. 1s ~corvect. 

Trial Examiner: Is that summary exhibit, Ex- 
hibit 35 which was just received; is that correct? 

Mr. Slaff: Yes. The last one which has been 
offered. 


By Mr. Slaff: 

Q@. I wonder if you would be good enough to 
identify the underlying material, together with the 
letters of transmittal, so that we might offer them 
for the record ? A. Wes. 

@. I would like to have this = iden- 
tified for the record. 

A. This is material which had been previously 
furnished to the Commission’s examiners. This is 
a document (indicating) which was obtained by us 
from D. W. Jack, Secretary-Treasurer of the Amer- 
ican Power & Light Company, entitled ‘‘State- 
ment of American Power & Light Company’s In- 
vestment in the Companies and Properties Trans- 
ferred to Pacific Power & Light Company at the 
Formation of the Latter [667] Company in 1910.” 
' Attached to the statement is a copy of a letter 
dated September 10, 1940, with which I trans- 
mitted this copy of this statement to Mr. J. J. 
O’Neil, Chief Examiner of Accounts, Federal 
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Power Commission, 1006 Public Service Building, 
Portland, Oregon. The letter, also, shows a carbon 
copy of the statement and a letter with the state- 
ment went to Mr. J. J. Pentney, Senior Accountant, 
Public Utilities Commission of Oregon. 

Mr. Slaff: I should like to have this marked 
for identification with the next exhibit number and 
received in evidence. 

Trial Examiner: It will be marked as Exhibit 
No. 36 for identification. 

(The Document Referred to Was Marked 
Exhibit No. 36 for Identification.) 


Mr. Slaff: And I should like to have permis- 
sion to withdraw this, so that it may remain in 
the Company’s file; that is, I should like to with- 
draw it for the purpose of having copies made 
and then let the original remain in the Company’s 
file, substituting a copy for the original in the rec- 
ord. 

Trial Examiner: Very well. 

Mr. Slaff: I offer that in evidence, Mr. Ex- 
aminer. 

Mr. Laing: No objection. [668] 

Trial Examiner: Exhibit 36 will be received. 

(Exhibit No. 36 Received in Evidence.) 


By Mr. Slaff: 

Q. Will you identify the next document, Mr. 
Neill? 

A. The next document is a five-page typewrit- 
ten statement, bearing the title ‘‘Statement of 
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American Power & Light Company’s Investment 
in the Companies and Properties Transferred to 
Pacific Power & Light Company at the forma- 
tion of the Latter Company in 1910,’’ to which 
statement is attached the original of a letter re- 
ceived by me from Mr. D. W. Jack, Secretary- 
Treasurer of the American Power & Light Com- 
pany, transmitting the described statement to me; 
and another letter dated December 27,—Mr. Jack’s 
letter was dated December 23, 1940,—and another 
letter dated December 27, 1940, with which I trans- 
mitted a copy of Mr. Jack’s letter and a copy of 
the statement to Mr. James H. Flynn, Chief Ex- 
aminer of Accounts, Federal Power Commission, 
1008 Public Service Building, Portland, Oregon. 
This letter also shows that a copy of Mr. Jack’s 
letter and a copy of the statement was sent to 
J. J. Pentney, Senior Accountant for the Public 
Utilities Commission of Oregon. 

Mr. Slaff: I should like to have this, Mr. Ex- 
aminer, marked with the next exhibit number, and 
received in evidence; again, with permission to 
withdraw, if necessary, and have a copy made for 
the record. [669] 

Trial Examiner: It may be marked for iden- 
tification as Exhibit 37. 

(The Document Referred to Was Marked 
Exhibit No. 37 for Identification.) 


Trial Examiner: Is there any objection, Mr. 
Laing? 
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Mr. Laing: No objection to its being received. 
Trial Examiner: The exhibit is received, and 
permission is granted to withdraw and substitute 


a Copy. 
(Exhibit No. 37 Is Received in Evidence. ) 


By Mr. Slaff: 

Q. Will you identify the next document which 
you have, Mr. Neill? 

A. The next document is a letter dated April 
29, 1941, addressed by Mr. D. W. Jack, Secretary- 
Treasurer of the American Power & Light Com- 
pany, transmitting a two-page statement, one of 
which is entitled ‘‘American Power & Light Com- 
pany Purchase of Condon Electric Company”’, and 
the other is entitled ‘‘American Power & Light 
Company Purchase of Heppner Light & Water 
Company’’. Also there is attached to this docu- 
ment copy of a letter which was dated May 9, 
1941, with which I transmitted a copy of Mr. Jack’s 
letter and the two-page statement to Mr. James H. 
Flynn, Chief Examiner of Accounts, Federal Power 
Commission, care of Washington Water Power 
Company, Spokane. 

Mr. Slaff: I should like to have that doeument 
marked [670] with the next exhibit number and 
received in evidence. 

Trial Examiner: It will be marked for iden- 
tification as Exhibit 38. 

(The Document Referred to Was Marked 
Exhibit No. 38 for Identification.) 
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Mr. Slaff: With the same permission, to with- 
draw and substitute a copy. 

Mr. Laing: No objection. 

Trial Examiner: Exhibit 38 will be received, 
and permission will be granted to withdraw the 
original and substitute a copy. 

(Exhibit No. 38 Received in Evidence.) 


By Myr. Slaff: 

Q. Now, will you be good enough to identify 
the next document which you have, Mr. Neill? 

A. The next document is a two-page document 
—a three-page document—typewritten, the first 
page of which bears the title ‘‘Statement of Ameri- 
ean Power & Light Company Investment in Com- 
panies and Properties Transferred to Pacific 
Power & Light Company in 1911’’, the second sheet 
bearing the same title, and the third sheet bearing 
the title ‘‘Statement of American Power & Light 
Company Investment in the Hydroelectric Com- 
pany Transferred to Pacific Power & Light Com- 
pany May 9, 1915.”’ 

Q. May 19, 1915, is it not? [671] 

A. Yes, May 19, 1915. Attached to these state- 
ments is the original of a letter addressed to me 
on April 29, 1941 by Mr. D. W. Jack, Secretary- 
Treasurer of the American Power & Light Com- 
pany, and also a copy of a letter dated May 9, 
with which I transmitted copies of Mr. Jack’s 
letter and the attached statements to Mr. James H. 
Flynn, Chief Examiner of Accounts, Federal 
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Power Commission, care of Washington Water 
Power Company, Spokane. 

Mr. Slaff: I should like to have that marked 
as the next exhibit and received in evidence. 

Trial Examiner: It will be marked for iden- 
tification as Exhibit 39. 

(The Document Referred to Was Marked 
Exhibit No. 39 for Identification.) 


Mr. Laing: No objection to the receipt of that 
in evidence. Do you likewise wish to withdraw 
that and substitute a copy? 

Mr. Slaff: Yes. Thank you. 

Trial Examiner: Very well. Exhibit 39 will be 
received, and counsel is authorized to withdraw 
the exhibit for the purpose of making a copy. 

(Exhibit No. 39 Received in Evidence.) 


By Mr. Slaff: 

Q. The next document is what, Mr. Neill? 

A. The next document is a five-page typewritten 
[672] statement, entitled ‘‘Statement of American 
Power & Light Company Cost of Performance 
of Agreement with Pacific Power & Light Company, 
dated July 16, 1930.’? The statement is accom- 
panied by a letter dated January 27, 1941, ad- 
dressed to me by D. W. Jack, Secretary-Treasurer 
of the American Power & Light Company, and 
also by copy of a letter dated January 30, 1941, 
from me to Mr. James H. Flynn, Chief Examiner 
of Accounts, Federal Power Commission, 704 Pub- 
lic Service Building, Portland, Oregon; with which 
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letter I transmitted a copy of the statement and 
a copy of Mr. Jack’s letter to Mr. Flynn. 

Mr. Slaff: Mr. Examiner, I should like to have 
that document marked with the next number and 
received in evidence, with the same reservation 
for the purpose of substituting a copy for the origi- 
nal. 

Trial Examiner: It will be marked for iden- 
tification as Exhibit 40. 

(The Document Referred to Was Marked 
Exhibit No. 40 for Identification.) 


Trial Examiner: Is there any objection, Mr. 
Laing? 

Mr. Laing: No objection. 

Trial Examiner: Very well. Exhibit 40 will be 
received and permission granted to substitute a 
copy. 

(Exhibit No. 40 Received in Evidence.) 


Trial Examiner: We will take a five-minute re- 
cess. 
(Whereupon, a short recess was taken after 
which [673] proceedings were resumed as fol- 
lows :) 


Trial Examiner: The hearing will be in order. 
By Mr. Slaff: 

Q. Mr. Neill, I show you a photostatic copy, 
headed ‘‘Investment in the Companies and Prop- 
erties Transferred to Pacific Power & Light Com- 
pany Under Agreement With Weld M. Stevens, 


382 Pacific Power & Ltght Co. e¢ al. 


(Testimony of Will T. Neill.) 

Dated July 23, 1910’’, which also is Exhibit No. 
206 in the proceedings before the Securities and 
Exchange Commission, Docket 59-12, ‘‘In the Mat- 
ter of Electric Bond and Share Company, et al’’, 
and ask you if this is a summary statement of 
what it purports to be in the heading. I realize 
that you have not prepared it and perhaps have 
not seen the exhibit before. I think it has been 
seen by people in your Company, however. 

A. It seems to be a summary of the invest- 
ments referred to in the title. [674] 

Q. Mr. Neill, during this morning we have dis- 
cussed the relationship of Inland to Pacific and 
discussed the principles arising out of that rela- 
tionship, and we have all proceeded on the theory 
that we all knew the relationship between the two 
companies; however, I am not sure that that is 
set out in the record. Will you therefore tell us 
on the record Pacifie’s relationship to Inland, and 
what Inland does? 

A. The Inland is a wholly-owned subsidiary of 
Pacific; Pacific owns all the stock of Inland, and 
also owns all of Inland’s debts in the form of 
notes. 

Q. That is, all the debts of Inland to Pacific 
are represented by notes; is that correct? 

A. That is correct. 

@. As I understand it, the Inland has three 
hydroelectric projects? 

A. I will outline a description of the properties. 
The Inland owns three hydroelectric projects, [693] 
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the largest of which is known as the Ariel Project 
on Lewis River in Washington; another small proj- 
ect is in Wallowa County, Oregon, known as the 
Wallowa Falls Plant, which is also, as is Ariel, 
a licensed project. The third plant is on the 
Crooked River, in central Oregon, known as the 
Cove Plant, which is also a licensed plant. 

In addition to the three hydroelectric plants, 
the Inland also owns one transmission line which 
interconnects the Ariel Plant to the point at which 
the Inland Company line is connected with the 
transmission line now owned by Public Utility Dis- 
trict No. 1 of Cowlitz County. The Inland oper- 
ates the Ariel Plant and the Enterprise or the 
Wallowa Plant and the transmission line. The 
Cove Plant is leased from the Inland to the Pacific 
Company. 

I think that is a general brief outline of the 
situation. 

Q. I think that is sufficient. 

Mr. Laing: You have not mentioned the hold- 
ings of the Inland above the Ariel Project. 

The Witness: Oh, ves, I should have mentioned 
that. 

In connection with the Ariel Plant, but not a 
part of the project property, that is, the licensed 
project property, the Inland Company also owns 
lands and has made a considerable investment in 
preliminary engineering and surveying expense in 
connection with other developmets [694] above the 
Ariel Plant on the Lewis River, what we ordi- 
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narily refer to as the upper Lewis River develop- 
ments. [695] 

Q. Now, there is another matter I want to take 
up with you, and that deals with the statement 
contained at page 7 of Revised Statement B on 
Exhibit 17, to the effect that your Company has 
come to the conclusion that no accurate basis exists 
for segregating the total of $6,239,000 according 
to nature, which you have established in Account 
100.5,—according to nature of its components, and 
that the present officers of the Company have no 
knowledge or means of knowledge, thirty years or 
more after the event, as to the weight which may 
have been given by the Directors of the Company 
in 1910 to the various elements of value inherent 
in the properties acquired in July of that year. 
Now, there are some [823] people here who were 
active in the original purchase of the properties 
of Pacific, are there not; for example, Mr. Tal- 
bot? A. Yes, sir. 

@. That is Mr. Guy W. Talbot, who has been 
previously identified in this proceeding? 

A. Yes, he was an officer, or president, shortly 
after the Pacific was organized, as the record dis- 
closes. 

Trial Examiner: Do you know approximately 
the age of Mr. Talbot, Mr. Neill? 

The Witness: No, I don’t. Mr. Laing can tell 
you approximately, I think. 

Mr. Laing: He was born on the 12th of Au- 
gust, 1873. 
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Q. Mr. Talbot, as I understand it, is now re- 
tired from active participation in the affairs of 
the Company but is here in the courtroom and is 
still a Director of the Company? 

A. Yes. He has been retired for several years— 
I mean from active duties—but he is still a Director 
of the Company. 

Q. Does he still receive a salary from the Com- 
pany? A. Yes, I believe he does. 

Q. And Mr. L. A. McArthur is still about? 

A. Mr. McArthur is still alive and is still in 
the Companv’s organization. [824] 

Q. What is his position? 

A. He is vice-president, and Mr. McArthur is 
no longer active in the general management or 
operation of the Company. He does lots of work 
for the Company, but he is not active in the de- 
tails of the operation or management of the Com- 
pany. 

Q. But he is a Director, is he not? 

A. He is. 

Q. And was he with the Company from its in- 
ception, or thereabouts? 

A. He was with the Company nearly as long 
a@s Mr. Talbot, I believe. 

Q. Mr. Cookingham, is he still a Director of 
the Company? A. He is. 

Q. He has been a Director of the Company since 
1910, has he not? 
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A. Well, from a very early date, yes; it is in 
the record, too. 

Q. He was, I believe, one of the first of the 
so-called Western Directors of the Company? 

A. I believe so. 

Q. Mr. Richards, is he still a Director of the 
Company ? A. He is. [825] 

@. And has he been a Director of the Com- 
pany since 1910? 

A. I don’t know the exact date, but it was a very 
early date; that is also in the record, I think, 
in some of the exhibits in the record. 

Q. And Mr. John A. Laing is still active in the 
affairs of the Company; sometimes too active for 
us to get the rest that we ought to get? 

A. My. Laing is quite active. 

Q. Mr. Laing has been here with the Company 
since the fall of 1910; is that correct? 

A. I believe so. 

Mr. Laing: I will admit that, Mr. Slaff—it was 
in December of 1910 that I came here. 


By Mr. Slaff: 

Q. My. Schoolfield, is he still about? 

A. Mr. Schoolfield is general superintendent of 
the Company now; formerly chief engineer, and he 
is either general superintendent or operating super- 
intendent—general superintendent. 

Q. How long has he been with the Company? 

A. Myr. H. H. Schoolfield has been with the Com- 
pany a good many years, too. Until about a year 
or so ago he was chief engineer. His early connec- 
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tion with the Company was in an engineering c¢a- 
pacity. [826] 

Q. Mr. C. W. Platt is still with the Company, 
is he not? 

A. Mr. Platt is not an officer of Pacific Com- 
pany now. 

Q. He was an officer and is now special advisor 
to the Company as I understand it; is that mght? 

A. Yes: he was an officer of the Company until 
about—I don't know the date—1935 or ’36; some- 
where along there. 

Q. And he came with the Company way back, if 
I recollect it, somewhere between 1910 and 1912? 

A. No. I don’t think Mr. Platt came in that 
soon. Mr. Platt came into the Pacific organization 
at a later date, as I remember it. Mr. Platt, orig- 
inally, was chief accounting officer of Portland Gas 
& Coke Company, and eventually he became chief 
accounting officer of Pacific; but I don’t know what 
date it was: but it was, as J remember it, some 
time later. 

Mr. Laing: I can give you that date, if you 
like, Mr. Slaff. 

Mr. Platt: 1924. 


By Mr. Slaff: 
Q. Mr. G. L. Myers is still about. is he not? 
A. Mr. Myers is still in the Company’s organi- 
zation. 
Q. How long has he been with the Company? 
A. I believe Mr. Myers has been with the Com- 
pany a long time; I believe he started out in a 
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secretarial job of [827] some kind—not corporate 
secretarial job, but he had been—he was with Mr. 
Talbot for a good many years, and I believe he is 
now assistant secretary. 

Q. Mr. Hawkins, how long has he been with the 
Company ? 

A. Well, I believe Mr. Hawkins has been witn 
the Company since its inception, or shortly after- 
wards. 

Q. Mr. J. HE. Yates, is he still alive? 

A. Mr. Yates is still alive, yes. Mr. Yates is in 
the organization. Mr. Yates was in Mr. Schoolfield’s 
department, in the general superintendent’s depart- 
ment. Mr. Yates is an engineer. His activities have 
always been along engineering lines. 

Q. And has he been with the Company since 
its inception ? A. I couldn’t say. 

Q. Approximately when, then? 

A. I don’t know. 

' Q. How about Mr. Ainsworth? 

A. My. Ainsworth was a Director of the Com- 
pany until—well, I don’t know how long; well, I 
don’t know how long he has been a Director, but 
he was a Director of the Company along in 785 
and ’36. 

Q. I think Mr. Ainsworth goes back as far as 
1910 in a directorship of the Company. [828] 

Mr. Slaff: Do you know that, Mr. Laing? 

Mr. Laing: Just a moment, Mr. Slaff, and I can 
give you the exact date (Mr. Laing referring to 
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some papers). He was eletced a Director August 20, 
1910, and he resigned November 14, 1939. 


By Mr. Slaff: 

Q. Now, did you talk with any of these people, 
or any others, to determine or attempt to deter- 
mine whether any segregation could be made of the 
amounts established in Account 100.5 according to 
nature, of the components? 

A. No, I did not. 

Q. And dealing for the moment with the prop- 
erties acquired after the inception of Pacific, many 
of these people whose names you have mentioned 
participated actively, did they not, in the negotia- 
tion for the purchase of such after-acquired prop- 
erties ? 

A. Do you mean the so-called 1911, "12 and ‘15 
acquisitions? 

Q. Yes. They made investigations prior to the 
purchase in conducting negotiations with vendors, 
—prospective vendors—and so on? 

A. Undoubtedly some of them did. I mean just 
the—well, those men who were officers of the Com- 
pany. I should say I am not familiar with what de- 
tails of the work they did in that connection; but 
undoubtedly they must have. [829] 

Q. And in the original acquisition of properties 
that came over to Pacific at its inception, Mr. Tal- 
bot was here, was he not, as an agent, actil.g on 
behalf of American in the acquisition of those prop- 
erties? 
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A. I believe Mr. Talbot was here. I cannot say 
that as a fact of my own knowledge; but I believe that 
at the time of these acquisitions he may have been 
acting in some capacity for American. 

@. You said that, in connection with the deter- 
mination, no accurate basis existed for segregat- 
ing the total in Account 100.5 according to nature. 
Did you go through the Company’s files, or have 
them checked, the correspondence files, and all other 
files dealing with the acquisitions of the various 
properties? 

A. Do you mean, to determine whether or not 
there was correspondence relating to these early ac- 
quisitions at the time? 

@. Whether there was correspondence, or 
whether or not there were any engineering reports 
or other types of reports, which might give you an 
indication of what was being bought, and why? 

A. We attempted, of course, to get all of the in 
formation out of the existing records which we 
could. I personally have been through some of the 
old files, many of which do not exist now. We dug 
up all of the old engineering reports which we could 
and, as vou know, all of the [830] audit reports 
and all the books of the old companies, and I be- 
lieve we got all the information that was available 
in our records with respect to those acquisitions. 

Q. Now, in connection with the acquisition of a 
property, a going electric property, the price paid 
may be a payment for tangible property only, or 
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for tangible and intangible property; isn’t that cor- 
rect? A. I believe so, yes. 

Q. Now, with respect to the portion of the pur- 
chase price which can be attributed to physical 
property, is it fair to say, in your judgment, that 
the maximum amount attributable to physical prop- 
erty is the replacement cost of the property less de- 
preciation ? 

A. Well. that is certainly an item that is im- 
portant at the time of acquisition. 

Q. Well, I am speaking, Mr. Neill, not of the 
over-all price; but I am trying to break down, if 
we can, an over-all price into its components into 
that which can be said to be attributable to the 
physical property, and that which can be said to be 
attributable to the intangible property acquired, and 
with respect to the physical property. that part of the 
purchase price which may be attributable to that. and 
that alone. Is it, in your judgment, fair to say that 
the maximum of a total purchase price which can be 
attributed, or attributable, to physical property, is 
the replacement cost of the [831] property, less de- 
preciation ? 

A. Well, I think that is a good index of the 
physical element, ves. 

Q. And, of course, in the replacement cost rou 
would include—or I certainly would include, and 
I think vou did—the fair market value of land? 

A. Well, that goes without saying, in figuring 
replacement. 

Q. Sure. Now, then, is it fair to say that any- 
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thing above that amount in a purchase price is a 
payment for intangible property? 

A. Well, it is certainly a payment for what you 
might call intangible values. Of course, there are 
Some questions of water rights and things like that 
come In—water right values. Those are intangible 
values, as I see it, speaking generally, in any situa- 
tion as to the present and prospective values which 
may be in the particular situation. 

Q. And among the intangible values that would 
be found in a purchase of an electric property 
would be such things as going value; is that right? 

A. Yes. 

Q. Good will? Does it include that, also? 

A. Well, that is a term that is not very much 
used now. It is probably a part of the going value, 
as I understand it. [832] 

Q. Franchise value? 

A. Well, the whole thing is sort of a general 
value connected with the situation, depending upon 
what vou are doing, tieing it in to other properties, 
and so on. I think so far as my understanding of 
it is concerned, the statement we have in Revised 
Statement B, 

Trial Examiner: Exhibit 17, Mr. Slaff? 

The Witness: Exhibit 17. 


Byer Slaaie 
Q. That would be at the bottom of the page? 
A. Yes. Those are the things which, in my opin- 
ion, are involved in the intangible value at the 
time of acquisition. 
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Q. And all those types of intangible values, 
while it might be possible to segregate ov pigeon- 
hole them, they all tend to merge? 

A. I think so. I thought at one time that I 
would try to divide them up, and do a little specu- 
lating; but I found it would be highly speculative 
and an impractical thing to do. 

Q. And they all tie in, do they not, with an 
evaluation the prospective purchaser makes of the 
prospective earning power of the situation? 

A. I think they are all found in the situation. 
In anv acquisition there are potential values com- 
ing about by [833] tieing a property in with others 
to get greater efficiency in the use of the whole 
system and a better chance for development or 
rapid growth. We are speaking of intangibles, of 
course, and those elements are all taken into con- 
sideration. 

Q. And those payments over and above the pay- 
ments for the physical property, which represent 
generally the evaluation in the purchaser’s mind of 
all those intangible elements which tend to merge 
and give the purchaser his appraisal of the pros- 
pective earnings of the properties, tie in, as it were, 
with the other properties operated, as the pur- 
chaser may conceive they should be operated in the 
future? 

A. That is a part of it. Of course, some of the 
values have already been created in the develop- 
ment of the properties up to the time of acquisi- 
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tion. Going value is one of those. All of the pioneer- 
ing effort and grief of the original developers of 
the property up to this point is given considera- 
tion; those are items which enter into the picture. 

Ome sure: 

A. Without any particular evaluation as the 
amount of going value being,—— 

Q. Surely. Without any particular evaluation 
as to such elements as going value, which have al- 
ready been created, those are elements of existing 
earning capacity rather than potential earning ¢a- 
pacity? [834] 

A. J don’t know as to earning capacity; that 
comes into the whole picture, both present and 
future. 

@. You couldn’t very well have any gomg value 
if you didn’t have earnings, satisfactory earnings; 
isn’t that so? 

A. Of course that depends on conditions at the 
time as to why the earnings are low, as I see it. 

®. But, essentially, what vou consider as going 
value and what you have spoken of as going value 
is the ability of the property to return a profit, in 
view of the fact that it is an established business, 
with its procedure established and with its trained 
personnel; those are elements which go into the 
business and the ability to earn a profit? 

A. As I see it, the going value is made up of a 
lot of things that have been done in the develop- 
many of the property to that time; it is now a ma- 
ture thing which has come into being. The ‘‘bugs”’ 
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have been gotten out, and the operating procedure 
has been established; the personnel has _ been 
trained, and there has been a lot of work done, 
money spent in building the business, and so on; 
all of those things come into the picture when 
you speak of going value. 

Q. As regards the difference between the orig- 
inal cost of the properties acquired by American 
and the cost to American, that difference was es- 
sentially, was it not, the payment by American for 
intangibles? [835] 

A. Well, I think intangibles must have entered 
mito it, ¥es. 

Q. Now, concerning ourselves solely with the 
difference in the original cost of those properties 
and the cost to American, it is a fact, is it not, that 
that difference was essentially payment for intangi- 
bles? 

A. Well, that is getting back to a long time ago. 
I don’t have any idea, of course, what was in the 
minds of the acquirers of the property, and I don’t, 
of course, know what the physical values of the 
properties were at the time of acquisition. 

Q. There was an appraisal made, was there not, 
by J. G. White of the properties acquired by Pa- 
cific, at its inception? 

A. There was an appraisal by J. G. White some 
time in 1910, I believe. 

Q. And the appraisal was made as of the date 
of the organization of the Pacific, was it not? 
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A. I don’t know as to the exact date, Mr. Slaff; 
it was in 1910; I do know that. 

Q. Are you familiar with what that appraisal 
shows as to the reproduction costs or replacement 
costs of those properties acquired by Pacific, less 
depreciation ? 

A. No, I am not. I have seen the report; I have 
never read it completely. We have never done very 
much with [836] the White appraisal, because it 
did not appear to be in sufficient detail for our use; 
I mean, as we had to have the information later in 
connection with our property retirements and 
things of that kind. 

Trial Examiner: Is this a good place for a 
recess ? 

Mr. Slaff: Yes. 

Trial Examiner: We will recess for five min- 
utes. 

(Whereupon, a short recess was taken after 
which proceedings were resumed as follows:) 


Trial Examiner: The hearing will be in order. 


By Mr. Slaff: 

Q. There was also an appraisal of the proper- 
ties of Pacific made in 1912 by Mr. Hagenah, was 
there not? A. Yes. 

@. You prepared, did you not, and turned over 
to our staff a few days ago a tabulation headed 
‘‘Pacific Power & Light Company Acquisition Ad- 
justment Studies 1910 Acquisition’’? 
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A. Yes, we did. 
Q. Do vou have it before vou? A. Yes. 
Q. It appears from that, does it not, that the 
estimated reproduction cost. less depreciation. at 
the time of the acquisition of the electric proper- 
ties acquired from Columbia Power & Light Com- 
pany was 2743.725; is that right? 
A. Yes. For the purpose of this calculation we 
[$37] developed that figure in order to break down 
‘the acqwisition adjustment on the basis of reproduc- 
on cost. 
Q. Of the physical properiy ? 
A. Of the physical property—the estimated re- 
production new of the physical property. less esti- 


mated depreciation. The reproduction costs new 
— taken as reproduction costs new as per the 
: 1912 Hagenah appraisal. less the net additions from 
the time of acquisition to the time of appraisal. 
(1912. In order to get the figures we used the only 
ttermstion we had at that time as to estimated 
‘cost of reproduction close to the time of acquisi- 
‘tion: and. of course. any estimate made at that 
time. I mean, for all the properties. on that basis. 
would be satisfactory for the development of the 
ratio. 

Q. Well, what vou did use were the two ap- 
praisals that actually had been made. the Hagenah 
1912 for the purpose of determining reproduction 

st new and the J. G. White appraisal for the 
purpose of determining the amount of deprecia- 
non of the properties at the time of acquisition ? 
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A. Because we could not use the Hagenah ap- 
praisal, by itself, because it was at a later date, 
and we had to get added data. 

Q. It was the Hagenah appraisal, less the net 
addition ? 

A. Of course there was an assumption that 
there might [838] be some error in that, but the 
whole purpose was to get a ratio for splitting down 
the acquisition adjustments which we calculated. 
Whether the basis from which you got your ratio 
was too high or too low would not change the ratio 
after you got it. 

@. These two appraisals were, so far as you can 
judge, the best information available in your rec- 
ords in respect to the reproduction costs or re- 
placement costs, less depreciation 

A. (interposing) Those two appraisals are the 
only two appraisals that were available as to what 
may have been the reproduction cost new and de- 
preciation as of those dates. 

@. The Columbia Power & Light property 
shows an estimated reproduction cost new, less 
depreciation, at date of acquisition, $773,725, and 
the original cost of those properties is shown as 
$723,889; is that correct? 

A. That is right; over in Column 10. 

@. And the electric property of the Wasco 
Warehouse Milling Company, that is shown at, re- 
production cost new less depreciation at date of 
acquisition, $203,796, and the original cost, from 
your statement, $230,740; is that correct ? 
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A. And 45 cents; that is correct. 

Q. Now. the Yakima-Pasco Power Company 
electric property is shown at reproduction cost new 
less depreciation. at date of acquisition, $1,209,334: 
is that not correct? [839] 

A. That is correct. 

Q. And the original cost, from Statement B, 
$1,248,565, is that correct? 

A. That is correct. 

Q. And, finally, the electric property that came 
from the Astoria Electric Company is shown, re- 
production cost new less depreciation at date of 
acquisition, at $222,462; and the original cost is 
shown at $245,306: is that correct? 

A. That is correct. 

Q. And, roughly, I total those figures to make 
a total of $2,409,000 for reproduction cost new, less 
depreciation, of the properties? Also, $2,448,000 
as original cost of the property? 

A. I have not added them. It is somewhere 
close to those figures. 

Q. And the amount paid by American over the 
original cost of those properties for the electric 
properties was $1,581,000; is that right? On this 
basis that you use in this tabulation that we have 
been discussing ? 

A. Yes; that is shown in Column 11 of the 
tabulation. 

Q. On Revised Statement B, page 47, Column 
1, the excess over original cost, on the basis which 
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you use in your Revised Statement B, paid by 
American was $1,332,086; is that right? 

A. Against the electric properties. [840] 

Q. Yes. That is correct, is it not? 

A. Yes, that is correct. 

Q. Now, in view of the fact that the reproduc- 
tion costs of those properties, less depreciation, 
appear to be somewhat less than the original cost 
of those properties, wouldn’t it be fair to say that 
the amount paid by American in excess of the orig- 
inal cost for those properties represented payment 
for intangibles? A. JI should think so. 

@. And those amounts have remained in the 
balance sheets of your Company for something 
like 30 years now; that is correct, is it not? 

A. Well, of course, I think some of those, 
through the methods in which we have retired our 
physical properties, as they have been disposed of 
and changed from time to time, perhaps have been 
retired on a basis higher than the original cost, 
has the effect of retiring some part of that original 
acquisition cost. 

Q. That amounts, in total, to about $100,000: 
perhaps a trifle less; is that corerct; of your acqui- 
sition adjustment amount? 

A. Of course, we have made no ealeulation, be- 
cause it would be a very long calculation, to find 
out how much has been retired in excess of esti- 
mated original costs. You see, our retirements were 
made for many years on the basis of [841] esti- 
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mated values, based on some of these early apprais- 
als, and it is our opinion, without having made 
the detailed calculation, that there has been some 
excess retired. 

Q@. Well, there is still, is there not, in your 
Plant Account, over $1,200,000 of that original 
excess ? 

A. Well, according to page 47, of Revised State- 
ment B, to reconcile adjustments to tie this original 
cost at the time of acquisition with various ac- 
quired properties, plus our recorded gross addi- 
tions and recorded net additions, it indicates that 
the amount in this sheet, Column 5, amounts to 
$138,485.84. I just don’t know exactly what made 
that up, but that is the reconciling adjustment to 
tie into the more accurately determined costs as of 
December 31, 1936. That is the only indication we 
have of what happened on account of the various 
things we have done accountingwise in retiring 
properties since these properties were acquired. I 
will also state that by far the major part of the 
one million three is still in property—in the Plant 
Account. 

@. There are one or two other matters I want 
to call your attention to, Mr. Neill. and then we 
are through. In connection with Cause No. 6736 
before the Washington Department of Public 
Service, I should like to ask you whether vou testi- 
fied as follows: When was that case before the 
Department? A. In 1935, I guess. [842] 
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Q. I will ask you whether you testified as fol- 
lows, at pages 1188 and 1189 of the transcript 
(reading) : 

‘“However, a comprehensive examination of these 
records and those of predecessor companies by ex- 
pert accountants retained by the Public Service 
Commission of Washington in the 1915 valuation 
and rate investigation, the results of which exam- 
ination are a part of the formal record in that 
proceeding, disclosed the fact that.for the electric 
property then owned by Pacific Power & Light 
Company in Washington and in Umatilla County, 
Oregon as of June 30, 1918, an actual expenditure 
of $5,563,459.10, in cash or its equivalent, had been 
made for property purchased and subsequent addi- 
tions and improvements. 

‘‘In determining this cost, no weight was given 
to the set up of the company’s securities at the 
time. The determined cost consisted of actual cash 
or its equivalent paid by American Power & Light 
Company, and actual cash paid by Pacific Power 
& Light Company to June 30, 1913 for acquisition 
of other properties and for construction of addi- 
tions and improvements to its holding.” 

Did you so testify? 

A. I so did, if this is a substantially correct 
copy of the transcript. I don’t doubt it. 

Q. I presume you can check that with the copy 
your Company has at the office, and, if it is in- 
correct, you will [843] so advise us, of course. 


vs. Federal Power Commission 403 


(Testimony of Will T. Neill.) 

Another thing, in connection with that same 
case, did vou also testify at page 1190 of that 
transcript: 

‘This figure does not include any allowances for 
working capital, going value or development cost 
or other intangible items. The actual cash cost of 
$5,563,459.00 to the Pacific Company (and its affi- 
liate American Power & Light Company) is there- 
fore approximately $1,345,000.00 in excess of start- 
ing figures employed by the Department and the 
company in the present case in making their esti- 
mate of the ‘Cost of Construction.’ This difference 
represents honest cash investment made in creat- 
ing the electric system of the company as it stood 
on June 30, 1913. and should be taken into account 
in making any determination of value based on 
historical cost or prudent investment.’’ 

Did you so testify? 

A. I so testified. 

Mr. Slaff: Now, one other thing, Mr. Laing. 
which I might address to you: Is there any ques- 
tion about the status of the Pacific Power & Light 
Company as a utility, as defined by the Federal 
Power Act? 

Mr. Laing: Do you mean as to its being the 
owner of the facilities that are used for the inter- 
State transmission of electricity? 

Mr. Slaff: Yes. [844] 

Mr. Laing: No. 

Mr. Slaff: I take it, it is unnecessary, then, to 
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go into any testimony, either by Mr. Neill or any 
of our own witnesses, with respect to the physical 
characteristics of the property? 

Mr. Laing: I think the maps that are in evi- 
dence show that we have interstate transmission 
lines at several points between the States of Wash- 
ington and Oregon. [845] 


——— ae 


JAMES H. FLYNN 


ealled as a witness on behalf of the Commissi-> 
having been first duly. sworn, was examined and 
testified as follows: 


Direct Examination 
By Mr. Goldberg: 
Will you state your name for the record? 
Mr. James H. Flynn. 
What is your profession? 
I am an accountant. 
By whom are you employed? 
By the Federal Power Commission in its 
Division of Original Cost. 

Q. In what capacity are you so emploved? 

A. As a Chief Examiner of Accounts. [848] 

Q. Did you participate in a field examination 
of the reclassification and original cost study sub- 
mitted to the Commission by Pacific Power & Light 
Company ? 

A. I did. I was placed in charge of this exam- 
ination on October 1, 1940. 


POPOPS 


vs. Federal Power Commission 405 


(Testimony of James H. Flynn.) 

Q. Did you initiate the field examination? 

A. No. The field examination had been in prog- 
ress for some time previously under the super- 
vision of Mr. John J. O’Neil. I succeeded Mr. 
O’Neil, who was transferred to other duties. 

Q. When was the field examination completed? 

A. February 15, 1941. 

Q. Where was this field examination made? 

[851] 

A. At the offices of Pacific Power & Light 
Company in the Public Service Building, Port- 
land, Oregon. 

Q. Did any other regulatory body participate 
in this examination. 

A. Yes, the examination was made jointly by 
the staffs of the Federal Power Commission and 
the Public Utilities Commissioner of the State of 
Oregon. A study similar to the report filed with 
the Federal Power Commission had been filed bv 
the company with the Public Utilities Commis- 
sioner of Oregon in accordance with that Commis- 
sioner’s Order of September 26, 1938. The exam- 
ination of these identical studies was made jointlv 
and on a cooperative basis by the staffs of the re- 
spective Commissions. 

Q. Now as a result of this field examination of 
the company’s study of original cost, did you pre- 
pare a report to the Federal Power Commission ? 

A. As a result of the field examination, the 
staffs of the Federal Power Commission and the 
Public Utilities Commissioner of Oregon collabor- 
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ated in the preparation of a joint report. This re- 
port was based upon an examination of books, ree- 
ords, contracts and other documents made avail- 
able for inspection by. Pacific Power & Light Com- 
pany, and a review of the files of the Public Utili- 
ties Commissioner of Oregon and the Department 
of Public Service of the State of Washington. 
[852] 

Q. I hand you a document entitled ‘‘Report on 
the Reclassification and Original Cost studies of 
Electric Plant as at January 1, 1937, Pacific Power 
& Light Company, Portland, Oregon’’, which re- 
port has been marked for identification as Exhibit 
No. 16, and I ask you whether it is the report you 
have just described. 

A. Yes, this is the joint report resulting from 
the field examination, and contains the adjustments 
and recommendations of the respective Commis- 
sions’ staffs. [853] 


JOHN J. O’NEIL 


called as a witness on behalf of the Commission, 
having been first duly sworn, was examined and 
testified as follows: 


Direct Examination 
By Mr. Goldberg: 
Q. Will you state your full name for the record, 
please ? A. John J. O’Neil. 
Q. What is your profession, Mr. O’Neil? 
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A. Jam an accountant. 

Q. «Are you employed by the Federal Power 
Commission in its Division of Original Cost? 

A. Iam. 

Q. What position do you hold with the Federal 
Power Commission ? 

A. Chief Examiner of Accounts. 

Q. How long have you been employed by the 
Federal Power Commission ? 

A. Since October 19, 1938, and from that date 
until September 1, 1939 my title was that of Prin- 
cipal Examiner of Accounts, and thereafter my 
title was that of Chief Examiner of Accounts. 

Q. As a Chief Examiner of Accounts for the 
Federal Power Commission in its Division of Orig- 
inal Cost, what are [874] your duties? 

A. Briefly, my duties consist of making and 
supervising field examinations of studies submitted 
by electric utilities relative to the reclassification 
of electric plant accounts pursuant to Electric 
Plant Instruction 2-D of the Uniform System of 
Accounts promulgated by the Federal Power Com- 
mission, and the orders of the same Commission 
adopted on May 11, 1937. 

Q. Will you please state your professional 
training and practical experience in the accounting 
field ? 

A. I was graudated from grammar school in 
1919, from St. James Academy in 1922, and from 
Pace Institute of Law and Accountancy in 1925. 
Thereafter, until August of 1926, I was employed 
in minor accounting and secretarial capacities. 
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From August, 1926 until October, 1927, I was em- 
ployed as an accountant on the staff of Clifford 
Yewdall, Certified Public Accountant, during which 
time J made or supervised a number of annual 
audits including the reports thereon. In October, 
1927, I opened an office for the practice of public 
accounting, and between that date and January, 
1928 I performed several audits and installed a 
number of bookkeeping systems for contractors. 
From January, 1928 until September, 1936, I was 
employed by New York Water Service Corpora- 
tion, in the capacity of Chief Accountant. As such, 
I had complete supervision of all the [875] ac- 
counting records of nine separate utility companies, 
consisting of thirty-two operating plants. During 
this time, I made or supervised a number of orig- 
inal cost studies for the properties over which I 
had accounting jurisdiction. In September, 1936, 
as a result of competitive examination, I received 
the appointment of Senior Public Service Account- 
ant from the Public Service Commission of the 
State of New York. As a result of further com- 
petitive examination, my title was subsequently 
changed to Associate Public Service Accountant. 
From September, 1936 until October, 1938, the 
period of my association with the Public Service 
Commission of the State of New York, I assisted in 
two major original cost examinations then being 
made by the Commission. Since October, 1938, I 
have been in the employ of the Federal Power 
Commission in the Division of Original Cost, and 
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during that time, I have made or supervised twelve 
or more original cost field examinations. 

Q. As Chief Examiner of Accounts for the 
Division of Original Cost of the Federal Power 
Commission, what was your association with the 
field examination of the reclassification and original 
cost studies of Pacific Power & Light Company? 

A. I was first assigned to the field examination 
of Pacific Power & Light Company in July of 1940. 
Prior to that time, during the year 1939, an ex- 
tensive examination of the company’s estimated 
eost of construction schedules [876] had been made 
by the staffs of the Federal Power Commission and 
the Public Utilities Commissioner of the State of 
Oregon. During the latter part of 1939, the com- 
pany, which up to that time had not as yet filed its 
report with the Federal Power Commission, de- 
cided to change its approach to the problem of re- 
classification. Therefore, in February of 1940, the 
staffs of the respective commissions suspended 
their field examination pending the submission of a 
report by the company. This report was finally 
submitted to the commissions on July 3, 1940, and 
on July 9, 1940, the staffs of the respective com- 
missions resumed their field examination. I was in 
charge of the staff of the Federal Power Commis- 
sion making the field examination until October 1, 
1940. On that date, I was relieved by Mr. James 
H. Flynn, also a Chief Examiner of Accounts of 
the Division of Original Cost. Thereafter, I en- 
tered on duties of a general supervisory nature, 


410 Pacific Power & Light Co. et al. 


(Testimony of John J. O’Neil.) 

during which time I kept closely in touch with the 
progress of the examination of Pacific Power & 
Light Company. 

Q. Now with respect to the joint report of the 
staffs of the Federal Power Commission and the 
Public Utilities Commission of Oregon, which is 
Exhibit 16 in this case, did you participate in the 
preparaton of that report? 

A. The staffs of the respective commissions col- 
laborated in the preparation of that joint report. 
I assisted materially in its preparation, concurred 
in its conclusions, [877] and signed that report. 

Q. Have you heard the testimony of Mr. J. H. 
Flynn in this case with respect to the joint staff 
report ? A. TI have. 

@. And do you concur with the testimony as 
given by him? A. I do. 

@. Now with respect to the conclusions reached 
by the examiners as set forth in that joint report, 
it was recommended, was it not, that the company 
institute certain studies with respect to amounts 
established in Account 100.6, Electric Plant in Pro- 
cess Of Reclassification, and in Account 107, Elec- 
tric Plant Adjustments, so as to permit of proper 
reclassification, allocation and disposition of the 
amounts appearing therein? A. That is righ 

Q. In conformity with those recommendations, 
the company has submitted in this case, a further 
study, which is Exhibit 17, has it not? 

A. That is correct. 

Q@. Have you made an examination of the com- 
pany’s revised study? A. I have. 
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Q. And when was this examination made? 

A. The study was submitted to me at the com- 
pany’s [878] offices here in Portland during the 
week of September 22nd, immediately prior to this 
hearing. Since its receipt, it has been examined by 
members of the staffs of the Federal Power Com- 
mission and the Public Utilities Commissioner of 
Oregon. 

@. And as a result of such examination as has 
been made of the revised reclassification and orig- 
inal cost study of Pacific Power & Light Company, 
which has been submitted as Exhibit 17 in this pro- 
ceeding, have you come to any conclusion with re- 
spect to its acceptability for purposes of original 
cost ? 

A. The studies which have been made by the 
company have assisted materially in clarifying 
numerous items, the reclassification of which was 
either impossible or obscure in the first study sub- 
mitted. The results obtained from these studies 
substantiate the initial recommendation of the ex- 
aminers that such studies be made. Basically, the 
company’s revised studies contain a great deal of 
information which was not available to the exam- 
iners in previous field examinations. However, it 
is the opinion of the examiners that the informa- 
tion and data obtained by the company from these 
studies have not in all cases been properly applied 
or reclassified, with the result that it has been 
necessary to make further adjustments of the com- 
pany’s revised studies. 
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Q. Have you prepared a statement of the ad- 
justments [879] which it is believed are necessary 
to properly apply and reclassify the information 
and data obtained in the company’s studies? 

A. I have. I have prepared an exhibit which 
IT have termed a ‘‘Reconciliation of Amended Re- 
classification Summary Statement of Commission 
Staffs with the Reclassification Summary Statement 
as Submitted by the Company.” 

Q. I show you a tabulation which is entitled 
“‘Reconciliation of Amended Reclassification Sum- 
mary Statement of Commission Staffs with the Re- 
classification Summary Statement as Submitted by 
the Company’’, as of January 1, 1937, and ask you 
if that is the tabulation that you have just de- 
scribed as having been prepared by you? 

A. It is. 

Mr. Goldberg: I would like to have the tabula- 
tion marked with the next exhibit number, for 
identification. 

Trial Examiner: It will be marked for identi- 
fication as Exhibit No. 43. 

(The document referred to was marked Ex- 
hibit No. 43 for identification. ) 


By Mr. Goldberg: 

@. Now, generally, what does Exhibit 43 purport 
to show, Mr. O’Neil? 

A. Generally, the statement shows the reclassi- 
fication by accounts as reflected in the summary 
statement [880] appearing in the company’s revised 
original-cost study, page 47, the proposed adjust- 
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ments of the commission staffs, and the adjusted 
reclassification. The purpose of this statement is 
to effect a reconciliation between the results shown 
in the company study and the results arrived at by 
the Commission staffs in such a manner as to clearly 
set forth the proposed adjustments, their nature, 
and the accounts to which they apply. 

Q. Now, with specific reference to Exhibit 43, 
does the first line which you have indicated as ‘‘As 
Per Company Reclassification Summary State- 
ment, Exhibit 17”? show the amounts as they have 
been submitted in the company’s revised original 
cost study ? A. That is correct. 

Q. And the amounts set forth on that line are 
in agreement with the summary of adjustments 
which the company claims are necessary to state 
as of January 1, 1937 the accounts prescribed in the 
Federal Power Commission Uniform System of Ac- 
eounts as set forth in Statement E of the company’s 
revised Exhibit 17; is that correct? 

A. That is correct. The statement starts off with 
the same figures as appear in the company’s re- 
vised Statement E. 

Mr. Laing: May I interrupt a moment? 

Mr. Goldberg: Surely. 

Mr. Laing: In other words, the top lne of Ex- 
hibit 43 [881] corresponds with the closing line on 
page 47, Exhibit 17, where all the figures are as- 
sembled in a grand total? 

The Witness: That is correct. 
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By Mr. Goldberg: 

Q. Well, before taking up the question of the 
various adjustments, can the amounts adjusted be 
determined from the books of Pacific Power & 
Light Company ? 

A. No, they cannot. The adjustments relate pri- 
marily to costs incurred by American Power & 
Light Company or excess amounts paid to Ameri- 
can Power & Light Company by Pacific. 

@. What is the reason for using costs appear- 
ing on the books of American Power & Light Com- 
pany? 

A. In order to properly explain that, it would 
be well to explain first the organization of Paeific 
Power & Light Company. That company was or- 
ganized under the laws of the State of Maine on 
June 16, 1910 to take over certain properties which 
had previously been acquired by American Power 
& Light Company, the present parent company of 
Pacific Power & Light Company. American Power 
& Light Company has owned 100 percent of the 
common stock of Pacific Power & Light Company 
ever since the incorporation of the latter company 
in 1910. Prior to the formation of Pacific Power 
& Light Company, American Power & Light Com- 
pany had acquired certain operating properties. 
The common stock of [882] Astoria Electric Com- 
pany had been acquired from Electric Bond & 
Share Company, which organized and controlled 
American Power & Light Company. In April, 
1910 American Power & Light Company had 
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formed Columbia Power & Light Company to take 
over certain operating properties which it had ac- 
quired from the Northwestern Corporation. In 
March, 1910, American Power & Light Company 
had organized Yakima-Pasco Power Company to 
take over the electric, gas and water properties in 
the Yakima Valley which American had acquired 
from the Northwest Light & Water Company and 
the Yakima Valley Power Company. American 
Power & Light Company therefore owned and con- 
trolled Astoria Electric Company, Columbia Power 
& Light Company and Yakima-Pasco Power Com- 
pany. In June 1910, American Power & Light 
Company caused Pacific Power & Light Company 
to be organized to take over the properties of these 
three wholly-owned companies. The transfer was 
effected as of July 1, 1910, and in exchange for 
these properties Pacific Power & Light Company 
issued to American Power & Light Company §1,- 
950.000 of preferred stock, $3,200,000 of first and 
refunding mortgage bonds and $5,997,000 of com- 
mon stock. In addition to the properties of these 
three companies, Pacific Power & Light Company 
received $499,500 par value of stock of Walla Walla 
Valley Railway Company. The securities issued by 
Pacific Power & Light Company represented the 
entire amount of securities then outstanding. It 
follows from the nature of [883] this transaction 
that there was no change in the ownership of the 
properties. American Power & Light Company 
owned and controlled the properties before trans- 
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fer. Through the medium of complete common 
stock ownership, American Power & Light Com- 
pany owned and controlled Pacific Power & Light 
Company after the transfer. ‘The securities issued 
by Pacific Power & Light Company were in pay- 
ment or reimbursement: of the costs incurred by 
American Power & Light Company in the acquisi- 
tion of the properties, in so far as such costs were 
incurred. In brief, the investment of American 
Power & Light Company with its attendant costs 
was transferred to the books of Pacific Power & 
Light Company. By the formation of a new cor- 
poration the miscellaneous investment costs of 
American Power & Light Company were consoli- 
dated into a single investment in Pacific Power & 
Light Company, and the various components of 
those investment costs were transferred to the books 
of Pacific Power & Light Company. It follows 
then that in order to properly segregate and re- 
classify the costs of the properties acquired by Pa- 
cific Power & Light Company upon inception that 
we must look to the records of American Power & 
Light Company in which these costs were first ac- 
cumulated. This has been done. The costs to Amer- 
ican Power & Light Company as a separate iden- 
tity are no different than the costs to American 
Power & Light Company, owner of Pacific Power 
& Light Company. Pacific Power & Light Com- 
pany is [884] but an account in the general ledger 
of American Power & Light Company, the costs of 
which have been analyzed and established on the 
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books of that company. Securities have been sub- 
stituted for the costs, but there has been no change 
in the costs. As a result, certain of the subsequent 
adjustments result from an anlysis of system costs 
of the properties acquired. 

Mr. Goldberg: May I suggest this is an appro- 
priate time for recess? 

Trial Examiner: All right. We will stand in 
recess for five minutes. 

(Whereupon, a short recess was taken, after 
- which proceedings were resumed as follows:) 


Trial Examiner: The hearing will be in order. 


By Mr. Goldberg: 

Q@. Have vou examined the costs to American 
Power & Light Company of the properties trans- 
ferred to Pacific Power & Light Company upon 
organization in 1910, which is Exhibit No. 37 in 


this case? A. I have. 
Q@. And have you prepared a summary of these 
costs in exhibit form? A. I have. 


Q. I show you a tabulation entitled ‘‘ Pacific 
Power & Light Company Analysis of Costs In- 
eurred by American Power & Light Company in the 
1910 transaction’’, and ask you if that [885] is the 
summary you had reference to? eS Ot is 

Mr. Goldberg: I would like to have this tabula- 
tion, Mr. Examiner, marked for identification with 
the next exhibit number. 

Trial Examiner: It will be marked for identi- 
fication as Exhibit 44. 
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(The document referred to was marked Ex- 
hibit No. 44 for identification. ) 


By Mr. Goldberg: 

Q. Directing your attention, Mr. O’Neil, to Ex- 
hibit No. 43, with respect to the adjustment of $4, 
509.68, shown on the exhibit as representing or- 
ganization expense, will you explain how that 
amount was arrived at? 

A. Reference to the Exhibit No. 37 showing the 
costs to American Power & Light Company will in- 
dicate certain expenditures which have been con- 
strued by the examiners to represent proper or- 
ganization expenses of Pacific Power & Light Com- 
pany. They comprise four separate items as fol- 
lows: Incorporation fees in the state of Maine, 
$840.76; Legal Expenses in connection with incor- 
poration, $250.00; Miscellaneous Organization Ex- 
penses $2,143.27; and Investigation and Organiza- 
tion Expenses $2,416.36. Hach of these items will 
be found listed individually on the statement of 
costs prepared by American Power & Light Com- 
pany, Exhibit 37, on pages 6 and 7 thereof. [886] 
After further investigation, the examiners are of 
the opinion that these amounts should be allowed as 
cost of organization. ‘These items aggregate $5,- 
650.39. Since an amount of $1,090.71 had previ- 
ously been set up in the staff report, and has been 
included by the company in Account 100.1, Electric 
Plant in Service, in its revised Exhibit F, it fol- 
lows that an additional adjustment of $4,559.68 is 
necessary. . 
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Q. And does that amount of $4,559.68 appear 
anywhere on Exhibit 44? 

A. That amount appears in Exhibit 44 under 
the column headed ‘‘Organization Expense of Pa- 
cific Power & Light Company.’’ 

Q. That is included in the amount of 35,650.39, 
shown in that column? & Phatisecorreet. 

Q. In that connection, I note from Exhibit 43 
that your adjustment contemplates the transfer of 
$4,559.68 to Account 100.1, Electric Plant in Serv- 
ice, from Account 100.5, Electric Plant Acquisition 
Adjustments. Will you please explain why the 
transfer has been made from Account 100.5? 

A. The necessity for this transfer from Account 
100.5, Electric Plant Acquisition Adjustments, be- 
comes apparent upon consideration of the proce- 
dures adopted by the company in the preparation 
of its revised exhibit 17. I refer specifically to page 
47, Revised Statement B, of that exhibit. With the 
exception of the $42,554.68 adjustment [887] of the 
Powerdale generating station, and certain predis- 
positions of amounts to accounts 111, Investments 
in Associated Company, Account 140, Unamortized 
Debt Discount and Expense, Account 151, Capital 
Stock Expense, and Account 250, Retirement Re- 
serve, the company has adopted a policy of estab- 
lishing all other amounts in Account 100.5, irre- 
spective of the applicability of certain provisions 
of the Uniform System of Accounts which require 
reclassification in other accounts. Therefore, a num- 
ber of the adjustments found necessary by the ex- 
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aminers to properly reclassify established amounts 
must be made through the medium of Account 
100.5 wherein they have been classified by the com- 
pany in its revised statements. This policy will 
become increasingly apparent in the explanation of 
subsequent adjustments. 

Q. And this amount of $4,559.68, which is now 
being transferred to Account 301 within Account 
100.1, Electric Plant in Service, plus the amount of 
$1,090.71, which was allowed in the staff report, 
Exhibit 16, and also included by the company 1n its 
revised Exhibit 17, will establish an amount of 
$5,650.39 in Account 301, Organization Expense, is 
that correct ? 

Mr. Laing: May I interrupt? 

Mr. Goldberg: Surely. 

Mr. Laing: There is not a revised Exhibit 17. 
We have our revised statement in Exhibit 17. I 
don’t want the [888] record to indicate there was 
a revised exhibit. 

The Witness: J might have misread it. I was 
referring specifically to page 47 of Revised State- 
ment B. I am sorry. I did mention a revised Ex- 
hibit 17. 

Mr. Laing: Excuse me for interrupting. 


By Mr. Goldberg: 

Q. Will you go ahead and answer the last ques- 
tion ? 

A. That is correct, and that amount will be in 
agreement with the four items which I have enum- 
erated and which appear individually on the state- 
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ment of costs to American Power & Light Com- 
pany. That is Exhibit 37. 

Q. Referring to the next adjustment shown on 
Exhibit No. 43 which is in the amount of $5,773.65 
and which is labeled items of Debt Expense, will 
you explain that adjustment? 

A. Reference to the analysis of costs to Ameri- 
can Power & Light Company on page 6 of Exhibit 
No. 37 will indicate that certain items appearing 
therein represent expenses in connection with bonds 
issued by Pacific Power & Light Company to Amer- 
ican Power & Light Company in 1910. These items 
are as follows: 

Printing, $1,933.65; Columbia Trust Company, 
$500; Discount on American Power & Light Com- 
pany 6 percent notes, $1,800; and Legal Expense in 
connection with security issues, $1,500. These items 
are shown individually on the statement of costs to 
American Power & Light Company. [889] 

Q. I note that you have transferred this item to 
Account 140, Unamortized Debt Discount & Ex- 
pense, in vour columnar headings. In view of the 
provisions of Account 107, Electric Plant Adjust- 
ments, appearing in the Uniform System of Ac- 
counts, would it not be more proper to have made 
this transfer to Account 107? 

A. This is true, and the method of treatment 
accorded the item on that exhibit is only for the 
purpose of first accumulating by columns the ac- 
counts to which amounts apply, instead of making 
all entries to Account 107 and subjecting that col- 
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umn to a subsequent analysis. You will note that 
at the bottom of the exhibit, after making all pro- 
posed adjustments, the accounts which represent 
predispositions have been restored to Account 107 
pending approval by the Commission of their dis- 
position. 

@. Turning to your next adjustment, a transfer 
of $161,500 from Account 100.5 to Account 150, Dis- 
count on Capital Stock. What about that? 

A. As previously outlined, certain of the se- 
curities surrendered to American Power & Light 
Company by Pacific Power & Light Company in the 
1910 transfer consisted of $1,250,000 par value of 
preferred stock. This stock was sold by American 
Power & Light Company in various blocks on Au- 
gust 1, 1910, December 30, 1910 and January 31, 
1911 and the proceeds realized amounted to $1,- 
088,500. It follows, therefore, that a [890] dis- 
count of $161,500 was suffered in the sale of this 
stock and represents an amount properly ineludible 
in discount on capital stock. The examiners there- 
fore propose to make this transfer, since the excess 
of securities over original cost is now stated at par 
value in the Account 100.5 column of the company’s 
revised study. 

Q. Does this amount of $161,500 appear any- 
where on Exhibit 44? 

A. Yes, that amount of $161,500 can be found 
under the column ‘‘Discount on Preferred Stock’’ 
second from the right. 

Q. Now, will you explain the next adjustment 
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with respect to the Walla Walla Valley Railway 
Company ? 

A. Included in Exhibit 37 in the statement of 
eosts to American Power & Light Company are two 
minor items. One appearing on page 5 of Exhibit 
37 in the amount of $122.00, represents the cost of 
meorporating the Walla Walla Valley Railway 
Company. The other, also appearing on page 5 of 
Exhibit 37, in the amount of $69.75, represents mis- 
cellaneous expenses in connection with the same 
company. The stock of the Walla Walla Valley 
Railway Company was transferred from American 
Power & Light Company to Pacific Power & Light 
Company in 1910, but was disposed of by Pacific 
Power & Light Company in 1921. These expenses 
should have been written off at the time of the sale. 
The expenses of incorporation [891] and miscel- 
laneous expenses are therefore transferred to Ac- 
count 107, Electric Plant Adjustments, for disposi- 
tion. 

Q. And the adjustment with respect to the Walla 
Walla Valley Railway Company appears in the last 
column of Exhibit 44; is that correct? 

A. That is correct. [892] 


By Mr. Goldberg: 

Q. The next adjustment is entitled, ‘‘Excess of 
Amount paid by Pacific over Cost to American in 
1910 Transfer’’, as a result of which you propose 
to transfer an amount of $4,745,748.66 from Ac- 
count 100.5 to Account 107. Will you explain that 
adjustment? 
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A. The amount of $4,745,748.66 represents the 
excess of the amount recorded in the plant account 
of Pacific Power & Light Company in 1910 over 
the cost to American Power & Light Company 
of acquiring these same properties. The amount is 
indicated mathematically by reference to the anal- 
ysis of the statement of cost to American Power & 
Light Company which indicates total costs of prop- 
erty, including bonds and current positions, of $6,- 
154,254.34,—and that amount will appear on Ex- 
hibit 44-——— 

While the amount established in the plant ac- 
count of Pacific Power & Light Company, as evi- 
denced by company Exhibit 17, statement B, page 
47, was $10,900,000. The difference between these 
two figures amounts to $4,745,745.66 to which should 
be added $3 representing three credits of $1 each 
appearing on Exhibit 37, the statement of costs to 
American Power & Light Company, making the 
mathematical difference $4,745,748.66, the amount 
of the adjustment. Essentially, then, this amount 
represents an excess over cost to American Power 
& Light Company recorded in the plant account of 
Pacific. [893] 

I have previously reviewed the circumstances sur- 
rounding the organization of Pacific Power & Light 
Company and the then ownership by American Pow- 
er & Light Company of the entire outstanding com- 
mon stocks of Astoria Electric Company, Columbia 
Power & Light Company and Yakima-Pasco Power 
Company. In June of 1910, Pacific Power & Light 
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Company took over the properties of the three com- 
pamies. This was accomplished, not by a transfer 
of the stocks of the three companies, but by a 
transfer of the properties and current positions and 
the assumption of certain underlying bonds. For 
these properties and assets, Pacific Power & Light 
Company surrendered to American securities aggre- 
gating $10,450,000. These securities consisted of $1,- 
250,000 of Preferred Stock, $3.200,000 of 1st and Re- 
funding Mortgage Bonds, and 26,000,000 of com- 
mon stock. 

Mr. Laing: Mr. O'Neill, may I interrupt you 
just a moment? In speaking of what Pacific took 
over, I think vou inadvertently said it happened 
in June, 1910. That wasn't what vou mean to say. 
was it? 

The Witness: Make that July. 

Mr. Laing: July, 1910? 

The Witness: That is correct. 

A. (Resumed) As I have pointed out pre- 
viously that the cost of the properties to Ameri- 
can Power & Light Company, as shown on Exhibit 
44, amounted to #6.154.254.34. [894] That amount, 
of course, includes the current positions and the 
bonds that were to be assumed. The actual expendi- 
tures made by American Power & Light Company 
to acquire the stocks of the three predecessor com- 
panies was onlv #4,749,135.09, as evidenced by Ex- 
hibit 37 prepared by that company and submitted 
to the examiners through Pacific Power & Light 
Company. This latter amount represented the ac- 
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tual investment of American Power & Light Com- 
pany. By the formation of Pacific Power & Light 
Company, and the substitution of the securities of 
that company for those of the three predecessor com- 
panies, American Power & Light Company came 
into possession of $10,450,000 par value of securi- 
ties of Pacific Power & Light Company which rep- 
resented a cost of only $4,749,135.09, an excess of 
par value of securities over such cost of $3,700,- 
864.91. Subsequently, American Power & Light dis- 
posed of the $1,250,000 par value of Pacific Pre- 
ferred Stock on which it suffered a discount of 
$161,500, and disposed of the $3,200,000 of Pacitic 
bonds on which it suffered a discount of $448,616.25. 
The discounts suffered reduced the spread _ be- 
tween par and cost to a spread as between the 
proceeds of the preferred stock and the bonds plus 
the par value of the common stock and the invest- 
ment cost to American. The discounts of $610,116.25 
reduced the previous excess of $#5,700,864.91 to a 
figure of $#5,090,748.66. In 1921, to compensate for 
a loss suffered by Pacific Power & Light Company 
in the sale of the common [895] stock of Walla 
Walla Valley Railway Company, which was one 
of the assets originally surrendered in the 1910 
transfer, American Power & Light Company do- 
nated $345,000 par value of common stock back 
to the Pacific Company, reducing the excess to an 
amount of $4,745,748.66, the amount of the exam- 
iners’ present adjustment. 

The adjustment may be reviewed in one further 
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light. The initial investment of American Power & 
Tight Company amounted to #24,749,135.09. From 
the sale of the Pacific preferred stock it received 
proceeds of £1.088,500: and from the sale of Pa- 
cific bonds it received $2,751.383.75, a total of 23.- 
$39,883.75. These receipts reduced American’s in- 
yestment to £909,251.34 represented by #5,655,000 
par value of the common stock of Pacific Power & 
Tight Company. This excess of 84.745,748.66 is 
therefore attributable to the capitalization at par 
in the plant account of Pacific Power & Light Com- 
pany £5,.655.000 of common stock which cost Ameri- 
ean Power & Light Company only $909,251.34. 
This excess is a portion of the difference between 
original cost and the recorded cost of plant on the 
books of Pacific Power & Light Company, and is 
so reflected in Exhibit 17, Revised Statement B. 
page 47 of the company’s report. For proper re- 
classification of this item. reference is made to the 
test of Account 107, Electric Plant Adjustments, 
appearing on page 19 of the Federal Power Com- 
mission Uniform System [896] of Accounts, which 
reads as follows: 

This account shall include the difference be- 
tween the original cost, estimated if not known. 
and the book cost of electric plant. at the effec- 
tive date of this system of accounts. to the ex- 
tent that such difference is not properly in- 

*  eludible in Account 100.5, Electric Plant Ac- 
quisition Adjustments. Write-ups of electric 
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plant prior to the effective date of ae system 
of accounts shall be recorded herein.’ 

‘‘The amounts included in this account shall 
be classified in such manner as to show the na- 
ture of each amount included herein and shall 
be disposed of as the Commission may approve 
or direct.”’ 


In my opinion, the amount of $4,745,748.66 is a 
writeup and should properly be classified in Ac- 
count 107. It represents nothing more than the in- 
flation of the plant account by the same owners. Bona 
fide cost can only be established between a willing 
buyer and a willing seller with a resulting change 
in ownership. There was no sale or purchase of prop- 
erty in 1910 unless a transfer of assets between two 
pockets of the same owner be so interpreted. Unless 
that cost be cost to the owner, it is, in the opinion of 
the examiners, a writeup. 

@. And now, the next adjustment on Exhibit 
No. 48 is a transfer of $25,000 from Account 100.5 
to Account 150, [897] Discount on Capital Stock. 
What does that adjustment represent ? 

A. On July 16, 1930, Pacific Power & Light 
Company entered into an agreement with Ameri- 
can Power & Light Company which provided that 
Inland Power & Light Company, its wholly owned 
subsidiary, would sell and convey to Pacific Power 
& Light Company certain electric and other utility 
property, and that the Public Service Building in 
Portland, Oregon, held by Frank A. Reid, nominee 
of American Power & Light Company, would be 
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sold and conveyed to Pacific Power & Light Com-. 
pany. The agreement, in addition to other provi- 
sions, provided for delivery to the Pacific Power 
& Light Company of all of the outstanding shares 
(except director’s qualifying shares) of common 
stock of the Inland Power & Light Company, said 
stock having no par value. As a result of this trans- 
action, the amount charged to the plant account of 
Pacific Power & Light Company amounted to &$&,- 
156,972.43. 

Without attempting to repeat again the opinions 
expressed previously in this testimony, it will suf- 
fice to say that this transaction in 1930 was, simi- 
lar to the 1910 transfer, entirely between the same 
owners. 

For the properties and stock received, as well as 
eash of some #£10,829,000, Pacific Power & Light 
Company issued to American Power & Light Com- 
pany $17,000,000 principal amount of First Mort- 
gage and Prior Lien Bonds, 5,000 shares of no 
[898] par value preferred stock, and affected an 
exchange of 1,000,000 shares of no par value com- 
mon stock for 57,550 shares of $100 par value com- 
mon stock. Subsequently, the 5,000 shares of pre- 
ferred stock of a stated value of 500,000 were sold 
by American Power & Light Company for $475,000, 
a discount of $25,000. For the same reasons as out- 
lined heretofore for the transfer of the amount of 
$161,500 in the 1910 transaction, this $25,000 has 
been transferred by the examiners to Account 150, 
Discount on Capital Stock. 
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Q. Now, your next adjustment on Exhibit No. 
43 is a transfer from Account 100.5 to Account 107, 
a credit amount of $623,767.25 representing an ex- 
cess of cost paid by American over the amount paid 
by Pacific. Will you please explain that adjust- 
ment ? 

A. The reasoning behind this adjustment is 
exactly the same as that expressed for the 1910 
transfer. In the 1930 transfer, the costs to Ameri- 
can Power & Light Company were in excess of 
the amounts paid by Pacific Power & Light Com- 
pany for the properties and Public Service Build- 
ing. This is indicated by Exhibit 40, the statement 
of costs to American Power & Light Company of 
the properties transferred in the 1930 transaction. 
The total cost of cash and properties surrendered 
by American amounted to $17,855,017.25. From the 
sale of the $17,000,000 principal amount of Pacific 
bonds, American realized $15,511,250.00. From the 
sale of the 5,000 [899] shares of Pacific preferred 
stock, American realized $475,000. ‘These proceeds 
reduced the investment of American Power & Light 
Company to a figure of $1,868,767.25, for which it 
received common stock of Pacific Power & Light 
Company with a stated value of only $1,245,000. 
Since the properties were capitalized on the books 
of Pacific Power & Light Company on the basis of 
the stated value of this stock, it follows that the 
properties were recorded on Pacific’s books at 
$623,767.25 less than the system cost. Therefore this 
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amount becomes a difference between original cost 
and the recorded cost of plant on the books of Pa- 
cific Power & Light Company, and is so refiected 
in Exhibit 17, Revised Statement B, page 47 of the 
company’s report. The difference in figures will be 
found to represent the $25,000 stock discount which 
has not been set up in the company’s statement, Ex- 
hibit 17. 

In the opinion of the examiner, this amount of 
$623,767.25 represents a write-down of the plant 
account by the same owners, and should be traus- 
ferred to Account 107. 

Q. The next adjustment has to do with the rein- 
statement of the Fruitvale canal in the amount of 
$229,116.81 by transfer to Accounts 100.5 and 110. 
Will you explain that transaction? 

A. The examiners have accepted the amount of 
$188,136.86 as representing the amount applicable 
to the Fruitvale canal, previously retired, and now 
being restored [900] to service within Account 110., 
Other Physical Property. The adjustment is made 
as a matter of principle. The company, in its re- 
vised Exhibit 17. has credited this amount back 
against the reserve for depreciation. The amount 
retired in 1932 was an estimated amount of $229,- 
166.81. The company, of course, should have re- 
. versed the original retirement in its entirety and re- 
flected the difference between that amount and the 
adjusted cost of 2188,136.86 in Account 100.5. The 
examiners’ adjustment reverses the credit of $229.- 
166.81 to Account 107, Electric Plant Adjustments, 
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pending approval by the Commission for its dis- 
position, establishes the adjusted cost in Account 
110, Other Physical Property, and places the orig- 
inal excess retirement in Account 100.5. 

@. And the next adjustment on Exhibit 48 re- 
lates to unrecorded retirements of non-electric 
properties in the amount of $612,013.78, which you 
are restoring to Account 108, Other Utility Plant. 
Will you tell us the reason for that adjustment, 
please ? 

A. Well, my answer to that would be the same 
as that given in the previous answer. The amount 
represents unrecorded retirements of non-electric 
properties which the Company, in its revised Ex- 
hibit 17, has written off against the Reserve for 
Depreciation. I have restored it to an adjustment 
account within Account 108, Other Utility Plant, 
pending approval of the Commission for its dis- 
position. [901] 

Q. And would the same be true of the amounts 
in Account 111, Investment in Associated Com- 
panies; Account 140, Unamortized Debt Discount 
and Expense; Account 151, Capital Stock Expense; 
and and Account 150, Discount on Capital Stock? 

A. That is true. The amounts are acceptable, but 
the examiners are restoring them to Account 107 
until such time as the Commission may approve 
or direct their disposition. 

Q. And the figures which you show at the bot- 
tom of the statement on Exhibit No. 43, ‘‘as per 
Commission Staffs’? now represent the adjusted 
figures of the staffs of the Federal Power Commis- 
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sion and the Public Utilities Commissioner of Ore- 
gon: is that correct? 

A. That is correct. 

Mr. Laing: May I interrupt just a moment? 

Mr. Goldberg: Yes. 

Mr. Laing: It occurs to me, Mr. O'Neill that 
in your reference to the Fruitvale canal as to what 
account that Fruitvale canal should be placed in,— 
that is. restored to its proper status, that you re- 
ferred to both Account 108, which is Other Utility 
Plant, and Account 110, Other Physical Property. 
My impression is that you probably intended to 
refer in both of those cases, wherever that came 
up, to Account 110, did you not? 

The Witness: That is correct, 110, Other Physi- 
ical property. [902] 

Mr. Laing: Account 108 is not involved in that 
particular piece of property? 

The Witness: That is correct, Mr. Laing. 


By Mr. Goldberg: 

Q. Have you prepared, Mr. O’Neil, an amended 
reclassification summary statement reflecting these 
additional adjustments? A. I have. 

Q. I show you a tabulation entitled, ‘‘ Pacific 
Power & Light Company, Amended Reclassification 
Summary Statement Reflecting Adjustments of the 
Staffs of the Federal Power Commission and Public 
Utilities Commissioner of Oregon”. and ask you 
if that is the statement you have just referred to? 

A. Itis. 

Mr. Goldberg: May I have this statement marked 
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for identification with the next exhibit number, Mr. 
Examiner ? 
Trial Examiner: It will be marked for identifica- 
tion Exhibit No. 45. 
(The Document Referred to Was Marked 
Exhibit No. 45 for Identification.) 


By Mr. Goldberg: 

®. Do you have any explanation you wish to 
make with respect to that Exhibit No. 45, Mr. O’Neil? 

A. It would be well to make two or three ex- 
planatory comments with respect to that exhibit. 
The first column [903] which is headed ‘‘As per 
staffs’ report Exhibit 16’’ is taken directly from 
Schedules II and III appearing on pages 22 and 
42, respectively, of that report, and represents the 
company’s reclassification and original cost study as 
first adjusted by the staffs in their report which is 
Exhibit 16 in this ease. 

Column two, which is headed ‘*Additional Pro- 
posed Adjustments’’, represents the adjustments 
made by the Commission staffs as a result of the 
studies made by the Company in accordance with 
the recommendations made in the staff report. 

Column three, which is headed ‘‘ As Adjusted’’ now 
represents the adjusted figures of the staffs of the 
Federal Power Commission and the Public Utilities 
Commissioner of Oregon. 

With respect to Account 100.1, Electric Plant in 
Service, there has been added the $4,559.68 of addi- 
tional organization expenses. No changes were neces- 
sary in Account 100.2, Electric Plant Leased to 
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Others, or Account 100.3, Construction Work in 
Progress. There has been established in Account 
100.5, Electric Plant Acquisition Adjustments, an 
amount of $2,741,591.66. Account 107 has been 
adjusted to an amount of $6,420,300.61. 

With respect to Account 108, Other Utility Plant, 
there has been established in that account an amount 
of $200,812.34 which represents the estimated orig- 
inal cost of the Prineville water system, the Kenne- 
wick water system, and the Yakima steam hearing 
system. That amount is in agreement with the 
amounts [904] submitted by the company. 

With respect to the amount of $7,888.76 estab- 
lished in the Other Utility Plant Acquisition Ad- 
justment Account, that represents the portion of the 
1910 acquisition adjustment applicable to the Kenne- 
wick water system, which is still in service. 

The amount of $612,013.78 which has been estab- 
lished in the Other Utility Plant Adjustment Ac- 
count represents unrecorded retirements of non-elec- 
tric properties as determined by the Company. 

The amount of $2,468,068.52 established in Account 
110, Other Physical Property, is in agreement with 
the amount submitted by the Company. 

Q. With respect to the amount of $2,741,591.66 
which you have established in Account 100.5, Electric 
Plant Acquisition Adjustments, have you prepared 
an analysis showing the various aquisitions to which 
this amount applies? 

A. Ihave. This analysis has been prepared in 
such manner as to indicate not only the analysis of 
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the amount of $2,741,591.66, but also the applica- 
tion of each of the examiners’ adjustments to the 
amounts as originally established in Account 100.5, 
Electric Plant Acquisition Adjustments, by the 
Company. 

Q. I show you a tabulation entitled, ‘‘ Pacific 
Power & Light Company, Analysis of Account 100.5, 
Electric Plant [905] Acquisition Adjustments, 
January 1, 1937,’’ and ask you if that is the state- 
ment vou have just described? 

A. That is correct. 

@. You prepared that statement? A. Idid. 

Mr. Goldberg: I would like to have the tabula- 
tion just described, marked for identification with 
the next exhibit number, Mr. Examiner. 

Trial Examiner: It will be marked for identifica- 
tion Exhibit No. 46. 

(The Document Referred to Was Marked 
Exhibit No. 46 for Identification. ) 


By Mr. Goldberg: 

Q. Now, with respect to the amount which you 
have established in Account 107, of $6,420,800.61, 
have you prepared an analysis of that account ? 

A. Yes, I have. The analysis has been prepared 
in such manner as to show the nature of each item 
in that account and the amount. 

Q. I show you a statement entitled, ‘‘ Pacific 
Power & Light Company, Analysis of Account 107, 
Electric Plant Adjustments, as Adjusted by Com- 
mission Staff,’’ and ask you if that is a statement 
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you prepared and to which you have just referred? 

A. That is correct. [906] 

Mr. Goldberg: Mr. Examiner, I ask that this 
statement be marked for identification as the next 
exhibit number. 

Trial Examiner: It will be marked for identifica- 
tion Exhibit No. 47. 

(The Document Referred to Was Marked 
Exhibit No. 47 for Identification.) 


By Mr. Goldberg: 

Q. Mr. O'Neil, will you please turn to Exhibit 17, 
Revised Statement B, page 39. Do you have that 
page? A. [J have. 

Q. You will notice the following statement at 
the top of that page, the first full paragraph: 

“The original cost of the distribution system 
obtained from the City of Ione for the purposes 
of this statement is assumed to be $3,526.71, the 
cost of the system to the Sherman Electric Com- 
pany.’ 

Have you accepted the amount of $3,526.71 as 
the estimated original cost of this distribution sys- 
tem? A. I have, yes. 

Q. And what is your reason for accepting this 
purchase cost as the estimated original cost? 

A. There are no other records or figures avail- 
able to ascertain more accurately the original cost. 
Therefore, the purchase cost has been accepted as 
the closest approximation of the original cost. If 
records were available showing [907] the original 
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cost of this property, purchase cost would not be 
acceptable, and the original cost would have been 
used. 

Q. Mr. O’Neil, do you have any other comment 
to make with respect to these statements or the 
Company’s revised Exhibit 17? 

A. Yes, there is one thing I would like to say. 
The company, in its restudy of acquisition, has made 
certain allocations of the difference between the 
determined original cost and the cost to American 
as between electric utility and non-electric utility 
properties. The staff, upon examination of the Com- 
pany’s allocation, deemed it to be arbitrary and 
proceeded to make other allocation studies on the 
basis of earnings, reproduction cost new, reproduc- 
tion cost new less depreciation, and original cost. 
After considering all of the various allocation 
methods, the staff is of the opinion that the results 
of the Company’s study represent a reasonable alloca- 
tion of the aquisition adjustments, and although we 
are not in accord with the method used, the results 
thereof can be accepted. 

Mr. Goldberg: That is all we have of Mr. O’Neil, 
My. Examiner, and at this time I would like to offer 
in evidence Exhibits numbers, marked for identifica- 
tion, as Exhibit Nos. 438, 44, 45, 46, and 47. 

Mr. Laing: There is no objection. 

Trial Examiner: Very well. Exhibits 438 to 47, 
incelu- [908] sive, will be received. 

(Exhibit Nos. 48, 44, 45, 46 and 47 were 
received in evidence.) [909] 


HEARING EXHIBIT No. 44 
PACIFIC POWER & LIGHT COMPANY 


ANALYSIS OF COSTS INCURRED BY AMERICAN POWER & LIGHT CO. IN 1910 TRANSACTION 


commer ERASE BBE Organtsation Intereat Accd. Debt Disct. on Wallecwatla 
Power & Light Power Astorla Wasco-Whae. ot Pucitic By American Dinct and Preterred Vauey 
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A rch: Costs. $4,542,872.94 $1,792,540,89 $2,106,632.05 $340,000.00 $300,000.00 $3,700.00 $ $ $ $ $ $ 
ae ped i 967,000.00 607,000.00 210,000.00 150,000.00 
Current Position (14,500.00) (29,147.07) 23,000.26 (8,353.19) 
Walla Walla Valley Ry Co, Stock... (154,500.00) (154,500.00) 
Costs . $5,340,872.94  $2,215,893.82 $2,393,632.31 481,646.81 $300.0 $3,700.00 
Ore Anueiigy Costs... 136,746.40 10,503.27 2,495.17 3,564 23 1,34 118,842.41 
Allocation of General Costs. = 54,668.00 57,044.00 7,180, (118,842.41) 
Miscellaneous Costs 676,635.00 5,650.39 54,942.96 454,349.90 161,500.00 191,75 
Total Cost to A. P. & Li. COvcccce cece $6,154, 254.34 2,281,065.09 $2,399,171 48 $485,211.04 $308,471.73 $3,700.00 $ $5,650.39 $54,942.96 $454,349.90 $161,500.00 5 ee 


HEARING EXHIBIT No. 46 
PACIFIC POWER & LIGHT COMPANY 
ANALYSIS OF ACCOUNT 100.5, ELECTRIC PLANT ACQUISITION ADJUSTMENTS 
JANUARY 1, 1937 


Excess of Amount Adjustment 
Discount Pald by Pacific Expense of of Excess 
Aa por Company Organization Debt on Preferred Over Parent Co.  Wnila Walla Ry, Retirement 
Reciaauification Sum- Expense Trana- Expense Trone- ‘Stock Trans- Cost Trans- ‘Transferred ofFrultvule As Adjusted by 

mary Statement ferred to Acct. 100.1 ferred to Acct. 107 ferred toAcct.107 ferred to Acct. 107 to Acct, 107 Cann] Property Commission Staffs 

Columbia Power & Light Company, Yakima-Pasco 
Power Company and Astorio Electrie Company....  $6,239,335.19 ($ 4,559.68) — ($ 5,733.65) ($161,500.00) ($4,745,748.66)  ($ 191.75) $1,321,601.45 

TIusum Power Company. 23,759.81 23,759.81 
Prosser Power Company an 5,738.56 5,738.56 
Klickitat Light & Power Company. 1,080.35 1,080.35 
Tlood River Light & Power Company. 164,979.19 164,979.19 
Tucannon Power Company. 39,260.64 39,260.64 
Dayton Eleetrie Company.. 40,648.17 40,648.17 
Waitaburg Blertric Light Company. (5,873.41) (5,873.41) 
Reservation Electrie Compan; 9,158.42 9,158.42 
Ilydro Eleetrie Company. ... 115,714.63 115,718.63 
Seaside Light & Power Company. 21,683.76 21,683.76 
Gearhart Park Company. 77.60 77.60 
Cannon Beach Electric Company. 1,512.62 1,512.62 
Inland Power & Light Propertie: 486,744.98 ( 25,009.00) 623,767.25 1,085,512.23 
Connell! Power & Light Company. 12.26 12.26 
Mise, Acquisition Coxts.. 14,177.27 14,177.27 
Retirement Adjustments (138,485.84) $41,029.95 (97,455.89) 


Totala yaa cc ree Ol0, 026,20 ($ 4,559.68)  ($ 5,733.65) ($186,500.00) ($4,121,981.41) ($ 191.75) $41,029.95  $2,741,591.66 
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Mr. Laing: There are two or three questions on 
redirect that I wanted to ask My. Neill, and I thought 
this would be a better place to get that out of the 
way, before I go ahead with the cross examination. 


Whereupon, 
WILL T. NEILL 


called as a witness on behalf of the Pacific Power 
& Light Company, having been previously sworn, 
resumed the stand and testified further as follows: 


Redirect Examination 
By Mr. Laing: 

Q. Mr. Neill, in the course of your cross examina- 
tion by Mr. Slaff, you were asked some questions 
about the usability of this Uniform Svstem of Ac- 
counts to a practical operating man, and your opinion 
concerning the use of this [911] System of Accounts 
as reflecting the cost of the utility properties to the 
person who first applied the property to utility use, 
and you discussed that at some length with Mr. 
Slaff. 

I would like to ask you whether your comments 
in response to his questions comprehended all your 
objections to this Uniform Svstem of Accounts as 
it is being applied and interpreted by the Com- 
mission ? 

A. As I understood Mr. Slaff’s questions at the 
time, and as they appear to me now after reading 
the transcript, the questions and answers were ad- 


442 Pacific Power & Inght Co. et al. 


(Testimony of Will T. Neill.) 

dressed to the practical usability from an operating 
standpoint of that part of the classification which 
operating men have to deal with; to the possible value 
to operating men and others of information as to 
cost to the first persons to apply the property to 
utility use; and to the possibility of reasonable 
differences of opinion between the Commission’s staff 
and myself as to the manner in which the System 
of Accounts should be interpreted. These questions 
did not cover the whole scope of the situation as 
I see it—and at all events they do not cover what 
in my judgment is the most serious objection to the 
System of Accounts as interpreted and applied by 
the Commission. 

Q. What is the most serious objection you have 
in mind, Mr. Neill? [912] 

A. The most serious objection to the System of 
Accounts as interpreted and applied by the Com- 
mission, as indicated by its definitions under Accounts 
100.5 and 107, and by its show cause order in this 
present case, and by rulings it has made elsewhere, 
is its apparently definite determination to employ 
what we in the utility industry have called the 
“aboriginal cost’’ or the cost to the first person to 
apply the property to utility use as a basis for 
ordering the writing off of amounts from the plant 
accounts of utility, without giving any consideration 
to the value of the properties which are included 
in the plant accounts. 

I do not pretend to be an accountant or a lawyer, 
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but it seems to me that this is arbitrary, especially 
when applied retroactively as the Commission has 
indicated its intention to apply it, and in my judg- 
ment is beyond the reasonable scope or purpose of 
any system of accounts. [913] 

Mr. Laing: I think that is all the questions I 
have of Mr. Neill. 


Recross Examination 
By My. Slaft: 

Q. I have a few questions that 1 would hke to 
ask at this point. [926] 

Q. Now in connection with the questions which 
Mr. Laing has asked you at the very outset, you 
said, as I recollect, paraphrasing what he said, that 
the most serious objection to the System of Accounts 
as interpreted and applied by the Commission was 
the apparent definite determination to employ what 
vou call ‘‘aboriginal costs’’ as the basis of ordering 
the writeoff of amounts on the balance sheet, without 
giving consideration to present values which exist 
in the property. 

Now, in the first place, that is essentially a financial 
matter rather than an operating matter, is it not? 

A. Yes, I should say that is financial and legal. 

Q. You will recollect, Mr. Neill, when I put to 
vou [927] some problems at pages 649 and 650 which 
dealt with the possibility, to illustrate the principle, 
of the creation of Pacific Power & Light Company 
No. 2 by American to take over the assets Ol ue 
present Pacific Company, that is, to assume a deter- 
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mined fair value of some $6,000,000 in excess of 
the amount now on the books of Pacific, and I asked 
you if you approved such a transaction, and what 
your views were with respect to such a transaction, 
and you answered at page 600: 

‘“Well, I really don’t feel capable of answering the 
question, because of my lack of knowledge of all the 
factors involved.’’ 

And then, continuing, on page 651: 

‘“Q. Do you mean that the answer which you 
would give after reflection on the problem would 
be valueless to us and to the Commission in arriving 
at a conclusion with reference to the problem that 
confronts us in this case? 

‘CA. I very definitely feel that, having had no 
experience in financial matters of that kind, I can- 
not answer the question.’’ 

And then when the question was repeated in some- 
what different form, but containing the same sub- 
stance, on page 652, you stated: 

‘That is the part of the question I don’t feel 
capable of answering. I would be glad to, if I knew. 
But that situation, as I see it, in so far as my part 
of it is concerned, [928] would require careful study 
and consultation with somebody that was expert on 
these matters, both as to their actual operation and 
with respect to the regulaions that pertain to it, and 
all other phases of it. JI am trying to answer the 
questions the best way I can, and I am not trying 
to avoid it.”’ 

Now, is there anything that distinguishes the na- 
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ture of this question that I put to you and the ques- 
tion that Mr. Laing put to you? 

A. The thing I wanted to clear up in this par- 
ticular question that Mr. Laing asked me and my 
answer concerning the matter which we had dis- 
cussed, is that when we were discussing the classi- 
fication the other day, it was my understanding 
at that time that we were discussing it—at least L 
was making my answers on the basis of my conclu- 
sions as to the reclassification on the operating use 
of the classifications. I didn’t want that misunder- 
stood. 

Q. Then, as I understood you in your answer 
to Mr. Laing this morning, vou went beyond that 
phase of that use of the System and said, as I 
gathered, as a financial matter you considered that 
the Commission’s apparent determination to order 
writeoffs or writeups because of the present value is 
arbitrary: is that what you meant to say? Is that 
your position ? 

A. As I see it, of course, the refusal or failure 
1929] of the Commission to take into account the 
present value of the property in any disposition 
that is made of it seems to me to be arbitrary. 
It even seems to me to be that, although, as I say, 
IT am not a financial man or a lawyer; it has 
always seemed to me that the value of an asset 
should be given consideration. 

Q. Has it always seemed to you that the present 
value of an asset should be recorded on the balance 
sheet of the accounting company? 
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A. No, I don’t think that is right. 

Q. Isn’t that essentially the problem with which 
we are concerned here, as to what should appear on 
the balance sheet of a company ? 

A. Well, I think that is the question, as to what 
is on the balance sheet and what is to be taken off; 
and when we come down to the final disposition, 
that is 

Q. (interposing) You certainly do not recom- 
mend or countenance changing the balance sheet in 


accordance with changes in value of the property 
reflected on the balance sheet ? 

A. Well, there again we are coming into the 
financial phase of it. 

Q. Mr. Neill, I was very glad to have us get 
away from this the other day, but apparently we 
are back into it. The other day you stated you 
were not an expert on any of [930] these matters, 
but, unfortunately, you have raised the question 
again this morning, so J am compelled to pursue 
it a little bit further with you. 

A. Well, I still feel that I am not able to go 
into all the phases of what should or should not be 
done on the balance sheet. 

Q. Well, let us put it this way, in a somewhat 
different form: You disagree and have, from your 
point of view, an honest and reasonable disagree- 
ment and difference of view with the Commission, 
as you interpret the Commission’s action as to the 
matter of disposition of writeups and similar mat- 
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ters, and as to how they should be handled? Is that 
correct ? 

A. Just from my point of view it seems to me 
that the whole consideration of that, I might say, 
from purely a layman's point of view should not 
ignore the assets; that is, the assets should be con- 
sidered; that is without respect to the legal con- 
cepts or the principles of fundamental accounting, 
with which J am not familiar. 

Q. That statement as to your point of view is 
thoroughly understandable. Now, I want to take 
you through the next step and discuss what you 
have stated, and ask you to reflect on it; do you 
consider the Commission’s difference in point of 
view and approach to the problem and ultimate 
treatment of the problem as you treated it, is arbi- 
trary? Do you consider that is an arbitrary action 
by the Commission ? [931] 

A. Well, it seems to me, as I see it, from my 
point of view as an operating man, that the failure 
or refusal of the Commission to consider what the 
values are today, regardless of what disposition may 
be made after that, is arbitrary. 

Q. When you say the failure of the Commission 
to consider the values, are you confining vourself 
solely to the balance sheet disposition of these 
writeups and staying out of the field of these pres- 
ent values, which might be considered for other 
purposes, such as rate-making, or whatnot? 

A. Well, as I see it, so far as the classification— 
I was not trying to speak as an expert on financial 
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matters. I have been trying to make a distinction 
that, so far as the classification is concerned itself, 
and taking what is on it and pigeonholing it, as I 
see it, there is no serious question about that. I 
might not think it is right in some details. But 
as to this other question, after having gotten some 
of these things in the pigeonholes, what are you 
going to do with them, without giving consideration 
to all the ultimate elements of value; if you are 
going to do that, without giving any consideration 
to these elements of value, that seems somewhat 
arbitrary. But, again, it comes down to a question 
of law on that particular point. 

Q. You can recognize, can you not, the Com- 
mission’s approach to this problem, or what you 
conceive to be the [932] Commission’s approach 
to this problem as a serious and reasoned effort, 
although you may disagree with it—as a serious 
and reasoned effort to arrive at a desirable end? 

A. Well, it just does not seem right to me. As 
I say, I am not a lawyer or a financial man, but 
it does not seem right to me not to take into con- 
sideration at the time all the facts which may be 
available as to values today. What is done after 
that is taken into consideration as a matter of law, 
I presume. 

Q. Well, let us explore that for just a minute, 
because I am interested in getting your approach 
to it. Supose you, today, were in charge of a utility 
which was not regulated by a regulatory commis- 
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sion, and not regulated by the Federal Power Com- 
mission, and the plant had an out-and-out writeup 
on the books, as you have defined a writeup; and 
let us suppose that that writeup had been placed 
on the books a year ago; and then you come under 
the jurisdiction of the Federal Power Commission 
this year, and you are ordered to reclassify your 
properties; supposing further that in the past year 
the value of your properties, just in that one year, 
had caught up with the writeup that you originally 
disapproved of; would you say that it was an arbi- 
trary action on the part of the regulatory body to 
order the writeup removed from your books and 
disposed of without considering the fact that, in 
the last vear, your so-called value of the [933] 
property had caught up with that writeup? Do 
vou get the sense of that question, Mr. Neill? 

A. That is just a little bit involved, as to how 
we started. 


(Thereupon, the question referred to was 
read aloud by the reporter as above recorded.) 


Q. We just started out last year with a com- 
pany that was outside of regulation, outside of state 
regulation and outside of the Federal Power Com- 
mission regulation, and last year the plant had an 
out-and-out writeup put on the books of the com- 
pany. 

Trial Examiner: JI think it is important, Mr. 
Slaff, that the writeup be confined to what Mr. 
Neill’s previous definition was as to writeup. 
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Mr. Slaff: Sure. Just the way he defined 
‘‘writeup’’. 


By Mr. Slaff: 

Q. Say, within the next year you come within 
the Federal Power Commission’s regulation, and 
within that year the values have caught up with 
the writeups; do you think it would be arbitrary on 
the part of the Federal Power Commission to order 
that writeup written off of the books of the Com- 
pany without considering the fact that in the last 
year the values, so-called, had caught up with the 
writeup ? 

A. Well, it seems to me that it would; that is 
the way it appears to me, if I understand the 
situation. [934] 

Q. Well then, in effect, Mr. Neill, aren’t you 
backtracking on your original position saying that 
you can’t justify an out-and-out writeup, as you 
yourself defined ‘‘writeup’’, so long as subsequent 
to that writeup, values, so-called, catch up with 
the writeup ? 

A. As I say, I am not an expert accountant nor 
a lawyer. I don’t know what the proper thing to 
do is, but it seems to me the fact that the value is 
there should be given consideration. That is about 
as far as I can go. 

@. Let me take up this situation then. You 
have got a certain amount written on the books at 
original cost, today, and yet, today, you find that 
you have two million dollars more value there than 
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that cost; why don't you approve the writeup on 
the books to your value? 

A. Well. that is getting into a field where I 
don’t have the knowledge. 

Q. That is the sort of transaction. Mr. Neill. 
that you said. as I recollect your testimony, you 
did not approve; that is correct, isn’t it? 

A. Well, I think. from my present knowledge. 
probably I have said that. As I say. we are getting 
into a field of finance and accounting that I don't 
feel myself competent to handle. 

Q. What I am trying to get at is how, if you 
don’t approve of that type of transaction. you can 
consider it [935] arbitrary by a regulatory com- 
mission to order that transaction corrected ? 

A. Well, I tried to explain awhile ago. from my 
point of view, just the—of course. the legal concept 
is involved. the refusal of the Commission to con- 
sider the facts at all is the thing that seemed to me 
to be arbitrary. 

Q. Let us put it another way: Suppose the 
Commission assumed that the so-called value existed 
but, nevertheless, determined that the balance sheet 
should be stated at cost, the arbitrary write-up dis- 
posed of, and written off: would you consider that 
arbitrary ? 

A. After ther have given consideration to the 
values ? 

Q. Sure. The Commission has assumed that the 
statement of existing values is as made and that 
existing values have caught up with the writeup. 
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but, nevertheless, the Commission comes to the con- 
clusion that the balance sheet should not show the 
writeup, and the writeup should be disposed of. 

A. Well, I think that, again, whether we use the 
term ‘‘arbitrary’’ or something else is something 
that comes down to a question of law on the sub- 
ject and, of course, I am not a lawyer. ; 

Q. Well, of course, you are the one who brought 
in the word again, ‘‘arbitrary’’; you said vou con- 
sidered some things as arbitrary. I stated that I 
ean understand your [936] approach, and that you 
have reasonable grounds, from your point of view, 
to differ in such cases. from regulatory bodies; but 
I think it important to determine whether you con- 
elude that such action by the regulatory commis- 
sion is or can be considered properly as arbitrary. 

A. Well, I don’t know whether I can explain 
my feeling any better than I have; it just looks to 
me that it doesn’t seem right when you do not give 
full consideration to present value; from that point 
on I think it becomes a point of law. 

Q. Well, my last hypothesis, Mr. Neill, was as- 
suming that the Commission had considered the 
present value. A. I understand that. 

@. And had come to the conclusion that the 
present values were as represented, but, neverthe- 
less, had come to a conclusion that sound account- 
ing requires that the balance sheet be on a cost 
rather than on a present value basis. You couldn’t 
very well call that arbitrary, could you? 
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A. It might not be arbitrary, assuming that the 
Commission comes to that conclusion; as I say, from 
that point, regardless of what you term it, it 1s a 
matter of law on that particular subject. 

Q. Well, is it fair, Mr. Neill, to summarize that, 
in part, by saying, or by considering what you have 
told us, with your limitations with respect to finan- 
cial matters, that vou are not a lawyer, but just 
a good operating man,— [937] even though you 
modestly cavil at that term ‘‘good’’—that the action 
of the Commission in such a situation such as we 
have been discussing is arbitrary? Would you say 
it-is or is not arbitrary? 

A. I think, to the extent that I have tried to 
explain my personal view about it, it would be. To 
go any further than that would be, as I stated, 
going into the field of law or accounting. I don't 
see that I can do much more with it. 

Mr. Slaff: I guess that is all. [938] 


JOHN J. O’NEIL 


ealled as a witness on behalf of the Commission, 
having been previously sworn, resumed the stand 
and testified further as follows: 


Cross Examination 
By Mr. Laing: [939] 
Q. I would like to have you point out generally, 
Mr. O’Neil, dealing with your Exhibit 43 and the 
grouping at the next to the last line of these accounts 
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which you are clearing through 107,—from the 
standpoint of presenting the information to the 
Commission, does not the presentation of reclassi- 
fication statements in the form submitted by the 
Company give the Commission all of this informa- 
tion in identifiable form just as clearly as it would 
or as you have done it by clearing the amounts 
through Account 107? 

A. That is probably true, Mr. Laing. The only 
exception that I could make to your statement would 
be this, that by the inclusion of those items in 107, 
as provided by the account, the same information 
which was given by your Company in showing them 
in the other balance sheet accounts on, for instanee, 
Statement E of your report, could also have been 
accomplished in your Statement H where you dis- 
pose of 107 by indicating in Statement H the ac- 
count to which you evidently intended to dispose 
of items in 107. 

@. But there is no objection to the presenta- 
tion [940] in the form that the Company presented 
it, is there? 

A. Oh, I don’t believe there is any objection as 
far as the amounts were concerned. It is merely a 
matter of passing them through 107. 

Mr. Laing: I might say also at this point that 
we have no criticism of any computations made in 
any of Mr. O’Neil’s exhibits as to the figures used 
as a basis for the calculations. We have not noted 
any discrepancies in the figures and have no reason 
to quarrel with any of the computations mathe- 
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matically. Our differences will be only as to the 
premises or assumptions on which they may be 
based. 


By Mr. Laing: 

Q. I wish you would refer to the transcript. I 
will see if I can find the place. Beginning at page 
883, line 23, there are two sentences there I would 
like to refer to first. After referring in the general 
introductory statement to the organization of the 
Pacific Power & Light Company in 1910 vou go on 
as follows, which I quote: 

“The securities issued by Pacific Power & Light 
Company represented the entire amount of securi- 
ties then outstanding. It follows from the nature of 
this transaction that there was no change in the own- 
ership of the properties.”’ 

Now, am I to understand or are we to understand 
when you make that statement that you are referring 
to the exact [941] moment of the transfer of the 
properties to the Pacific and the issuance of the se- 
curities back to American, when you say there was 
no change in the ownership of the property? As 
of what moment of time are you speaking ? 

A. Well, I say that the transaction itself effected 
no change in the ownership of that other property. 
By that I mean that the transaction of itself did not 
effect a change in the ownership of the property. 

Q. You mean at the moment when that took 
place? 

A. At the moment or subsequently or prior. 

Q. Do vou make any distinction—I don’t want to 
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be confusing—do you make any distinction in your 
mind between the moment when the American 
passed over the deeds or title papers on the one hand 
and took back a lot of securities on the other, the 
particular moment of transfer, and we will say a 
period of six weeks or two months after that? 

A. Iam having a little bit of diffeulty in under- 
standing the question. I was wondering—— 

Q. (interposing) You make a categorical state- 
ment there that there was no change in the owner- 
ship of the properties, and you predicate that on the 
previous statement that the securities issued by the 
Pacific represented the entire amount of securities 
then outstanding, the assumption being that the se- 
curities went over to American. [942] 

AS Phat is right, 

Q. Now, what I am asking is whether, when vou 
say there was no change in the ownership, you are 
referring to the moment when American had passed 
over the properties to Pacific and had taken back 
securities and they were still in the box or cash 
drawer of American? Do you make any distinction 
between that situation and what occurred within a 
reasonable time thereafter when some of those se- 
curities became owned by bondholders and others 
became owned by preferred stockholders, the Amer- 
ican merely retaining then the common stock? 

A. I am definitly drawing that distinction, Mr. 
Laing. Or I will say that as it affects this trans- 
action, the interpretation that might be read into 
this particular sentence of mine was to indicate that 
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five minutes before the transaction occurred the 
properties were owned by American, that the con- 
summation of this particular transaction did not 
change the fact that American owned it thereafter, 
and as far as the subsequent disposition of bonds or 
preferred stock was concerned, to that extent you 
might say that that did not exactly change the nature 
of the ownership of the properties. It became a ha- 
bility of the Pacific Power & Light Company at the 
time the securities were originally issued, but were 
merely transferred by American to the public. [943] 

Q. But the status of American's ownership was 
not the same six months afterwards as it was six 
minutes after, was it? 

A. Mr. Laing. you are referring to the subse- 
quent sale of the bonds and preferred stock? 

Q. That would certainly be one of the elements 
I would have in mind. 

A. Well. to the extent that the proprietorship 
interest—maybe we have a little difficulty there. But 
as far as the bonds are concerned, I look upon them 
more as a liability than as a turning over of money; 
whereas as far as the common stock is concerned, 
why, I would like to always consider it as being a 
proprietorship interest. 

Q. Well. the common stock. of course. repre- 
sents the ultimate equity in the property, does it 
not? A. That is correct. 

Q. And the extent of that equity, so far as the 
American Power & Light Company is concerned. 
was very materially affected, was it not. by the 
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transaction that created the Pacific Power & Light 
Company and turned over to it various assets in ex- 
change for which the American Company got back 
certain securities and passed them along to the 
public? In other words, prior to the transaction 
American, we might say, had the entire ownership 
and the entire property, Mr. O’Neil, did it not? [944] 

A. That is correct. 

@. And after the transaction American’s in- 
terest consisted merely in the equity over and above 
the rights and interests owned by the bondholders 
and next the rights and interests applicable to the 
holders of the preferred stock? Is that correct? 

A. That would be correct. 

Q. So that there was not the same kind of owner- 
ship or the same completeness of ownership or the 
same identity of ownership on the part of American 
prior to the transfer as compared with the condi- 
tions, we will say, three months afterwards, was 
there? A. No. 

Q. And then, of course, there was a change in the 
legal status of the ownership too, was there not, 
that is, when the properties passed out of the pos- 
session and control of American, through the sub- 
sidiaries in which it then held an interest, and which 
transferred their properties to the Pacific, that 
definitely created a change in the legal status of 
whatever interest American had, did it not? 

A. There was a new corporate entity formed, 
but just how that change from a legal standpoint 
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might affect the accounting viewpoint, Mr. Laing, 
I don’t think I am qualified to tell you. 

Q@. I don’t want to go into detail about it 
beyond [945] merely calling your attention to the 
fact that there was a very definite change in the 
legal status of the ownership of those properties. 
That is obvious, isn't it, by the transfer ? 

A. Again, if vou take a layman's viewpoint. I 
would say there was a legal entity created. 

Trial Examiner: The hearing will take a recess 
of five minutes. 

(Whereupon, a short recess was taken after 
which proceedings were resumed as follows:) 


Trial Examiner: The hearing will be in order. 


By Mr. Laing: 

Q. In addition to these bonds and preferred stock 
of the Pacific that came over to American in July 
of 1910 or August 1, 1910, whatever date it was, and 
which then went out to the general public, there 
were other securities which held rights and interests 
against the Pacific properties at the time of the 
transfer, were there not,—after the property was 
transferred ? 

A. You mean there were the $967.000 of under- 
lying bonds? 

Q. Yes. A. That is correct. 

Q. Those people had rights and interests which 
they could assert against the administration of those 
properties [946] in the hands of the Pacific Com- 
pany, do they not? 
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A. Lbelieve that is correct. 

Q. So that I think we have agreed that the status 
of the properties, both as to ownership and as to 
the rights of third parties in the properties, were 
substantially altered by the transfer from the Amer- 
ican to the Pacific, have we not? 

A. You mean, Mr. Laing, by the subsequent sale 
of bonds and preferred stock? 

Q. Yes. 

‘.. To the extent that the properties were mort- 
gaged, | would say to that extent that there was a 
change in the rights. 

@. And the Pacific Company, for its own ac- 
eount, entered into covenants with those bondholders 
which could be enforced as against the Pacific Com- 
pany as a separate corporate entity, isn’t that a fact? 

A. That 1s correct. 

@. And these preferred stockholders, while for 
a long period of time at least in the minority, did 
have voting rights share for share with the shares of 
the common stock that were issued, did they not? 

A. That is right. 

@. And even as minority stockholders they would 
have certain rights which they could enforce against 
the [947] Pacific Power & Light Company as far as 
it pertained to the administration of the Company’s 
business and the Company’s earnings, isn’t that 
true? 

A. They would have a minority voice in the af- 


fairs of the Company. 
Q. So that when you use the statement that 
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through the medium of complete common stock 
ownership American Power & Light Company owned 
and controlled Pacific Power & Light Company after 
the transfer, you use the word ‘‘controlled”’ in the 
sense that they had voting control by the election of 
directors, do you not? 

A. I used the word ‘‘controlled’’ in that par- 
ticular instance, Mr. Laing, more in conformity with 
the definition as used in the definition of Uniform 
System of Accounts, but to answer your specific 
question, that is implied, the voting control. 

Q. That is the control which was represented by 
having a majority of the votes at the stockholders 
meeting ? 

A. That is one of the elements of control. 

Q. Well, what other elements are there? 

A. Well, the majority of voting stock does not 
necessarily constitute the only element that makes 
for control. I mean, one corporation might control 
another through the medium of minority stock own- 
ership. 

Q. Yes, assuming that minority ownership were 
large [948] enough to attract to itself other stock- 
holders who would vote with them at a stockholders 
meeting,—is that what you mean? 

A. Either that or a consolidated minority block 
as opposed to a scattered majority. 

Q. But in essence it boils down to the fact that 
the fellow who has control is the fellow who shows 
up with enough votes at the stockholders meeting 
to elect directors. Is that not a fact? 
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A. That has very, very often happened, Mr. 
Laing. 

Q. Well, is there any other way, that the con- 
trol can be exercised? 

A. Yes, I can read several for you. 

Q. Go ahead. 

A. It probably would be will under the cir- 
cumstances to give the exact definition given by 
the Uniform System of Accounts and by which I 
am constantly motivated in referring to the wer? 
‘‘eontrol’’. As indicated on page 4 under Defiini- 
tions of Uniform System of Accounts, under 5-B— 
have you the page? 

Q. Where does it appear? 

A. 5-B (Reading) ‘‘ ‘Control’ (Gineluding the 
terms ‘controlling’, ‘controlled by’, and ‘under com- 
mon control with’) means the possession, directly 
or indirectly, of the power to direct or cause the 
direction of the management [949] and policies of 
a company, whether such power is exercised 
through one or more intermediary companies, or 
alone, or in conjunction with, or pursuant to an 
agreement, and whether such power is established 
through a majority or minority ownership or vot- 
ing of securities, common directors, officers, or 
stockholders, voting trusts, holding trusts, asso- 
ciated companies, contract, or any other direct or 
indirect means.”’ 

Q. Now, that is your general definition of ‘‘eon- 
trol’, which you say represents your bible when 
you use the word in this sort of a discussion ? 
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A. Definitely. 

Q. As applied to the Pacific Power & Light 
Company, the control or such control as the Amer- 
ican may be said to have had, after the creation 
of this separate corporation and after these bonds 
and preferred stock went out to the public, was 
exercised by American’s predominant voting right 
position at stockholders meetings, was it not? 

A. I think in the case of American the voting 
stock control was the major element of the defini- 
tion of control.- 

@. And they would exercise that control by be- 
ing able to elect directors who were satisfactory to 
it at stockholders meetings? Is that in effect what 
that amounts to? 

A. I will point this out, that the exercise of 
that control is not necessary to my definition. The 
power to [950] exercise that control is sufficient. 
and I believe in the case of American they did exer- 
cise that power. 

Q. Well, they voted at the stockholders meet- 
ings, we assume. A. That is right. 

Q@. And by the ‘‘power to exercise that control”’ 
you mean they had power to veto election of any 
director that they did not approve of? 

A. That is correct. 

Q. And that would be true in any case where 
one person or one corporation owned a sufficient 
block of stock of another corporation so that he 


has a predominant position at a stockholders meet- 
ing, is that true? 
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A. That is correct. Where you get beyond the 
pale of a predominance of voting of stock owner- 
ship, the matter of contro! of the Company becomes 
entirely factual. 

Q. So that when you are speaking of the word 
‘control’? you used it in that sense, but when it 
comes to the matter of ownership, you are neces- 
sarily limiting your statement, are you not, to the 
fact that the American, after the transfer and 
after the securities had gone out and had been dis- 
tributed, owned merely what was in effect a third 
or a fourth table position in the actual property 
ownership of the Company, are you not? That is, 
we had here certain underlying bonds that had a 
prior lien on certain parts of [951] of the prop- 
erty; we had the Pacific Power & Light Company’s 
own bonds which, subject to the underlying bonds, 
had certain rights in the property; and we had 
after that the preferred stock which, as to liquida- 
tion and as to earnings, came ahead of the com- 
mon stock, did we not? 

A. That is correct. 

Q. And the ownership of American at that 
point is limited to what is left after other prior 
claims are taken care of, is that true? 

A. That is correct. 

Q. And, of course, the record shows in this ease, 
does it not, that immediately after this July, 1910 
transaction was consumated the actual adminis- 
tration of the Pacific Power & Light Company was 
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under the direction of the Board of Directors. the 
majority of whom lived in the Pacific Northwest 
and whose meetings were held in the Pacific North- 
west, isn’t that true? 

A. That is true. I was wondering if there might 
be any implication in that question that that placed 
it beyond the control range. 

Q. No, all that I wanted to call attention to 
was the fact that certainly after this meeting which 
we have talked about where this transaction was 
authorized, it could no longer be said that the men 
who acted as directors, and had the direct legal 
responsibility for the management of this Com- 
pany, [952] were employees or associates of Amer- 
lean Power & Light Company. as has been sug- 
gested was true at the first meeting when this 1910 
transaction was considered ? 

A. I believe that is so. I believe that there was 
a certain independence of action granted or exer- 
cised by the second management in so far as it 
might affect the dealings with a third party. 

Q. I think that in the course perhaps of Mr. 
Neill’s testimony attention was called to the com- 
position of the Board of Directors of the Pacific 
Light & Power Company, and this particular date 
of December 22, 1911 happened to be picked out. 
On that date all but three of the fifteen Directors 
were men who resided in Portland, Oregon or Ta- 
coma, Washineton or Spokane, Washington or 
other places around in the States of Oregon and 
Washington, isn’t that true? | 
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A. That is true, I believe. 

Q. And that situation has prevailed ever since, 
has it not? That is, at least, there has always been, 
—there never have been more than three New York 
Directors on this Board of 15 Directors, have 
there ? 

A. I don’t believe there have. 

Q. And so far as the record shows, there prob- 
ably has not been any meeting of the Board of Di- 
rectors of the Pacific Light & Power Company at 
which those who were the three Directors of the 
Company from New York were present, [953] has 
there ? A. That is a very large order. 

Q. I mean you would not be surprised if I 
should make the statement to you that the New 
York Directors did not attend the meetings of the 
Board of Directors of the Pacific Power & Light 
Company except in very rare and remote instances? 

A. I don’t believe that would be surprising. 

@. And with respect to this Board of Direetor 
which we identified as of that particular date as 
being composed of men like J. C. Ainsworth, who 
was for many years president of the United States 
National Bank of Portland; Mr. C. Hunt Lewis. 
who was a financial and businessman here in Port- 
land, Oregon; Mr. H. C. Lucas, who was a han) 
in Yakima; Mr. Edward Cookingham, who for 
many years was chief officer of the Ladd and Til- 
ton Bank, and later with the United States Ne- 
tional Bank; Mr. Philip Beuhner, who was a tim- 


lord 
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berman and a man with large financial interests. 
lving in Portland; Miles C. Moore. who was Goy- 
ernor of the State of Washington at one time. or 
| perhaps he was the last territorial Governor of the 
Territory of Washington, and a businessman in 
Walla Walla; 8. S. Gordon, who was a banker and 
businessman at Astoria, Oregon; Mr. William 
Jones, who was head of the Jones-Scott Milling 
Company of Walla Walla and Tacoma: Josiah 
Richards, who was a businesman living in Spokane. 
Whose business interests required him to trave! 
considerably [954] in the State of Washington: 
and Mr. Fred 8S. Fogg, who was a banker and a 
lawyer in Tacoma.—men of that type could reas- 
onably be looked upon as men of independent judg- 
ment and responsibility, could they not, based an 
my description of their activities and places in the 
scheme of things? 

A. Well, unfortunately, I don’t know alge got 
the gentlemen that you mentioned, but I will grant 
this, Mr. Laing, just by general description, as 
the question was asked. the question would seem to 
draw that sort of information as to whether or not 
that type of man. or those types of men. would 
generally be considered to have independent 
thought, and TI will definitely grant that. 

Q. Well, immediately after this transaction we 
have a situation where not onlv has the legal title 
to these properties passed to a new corporate en- 
tity, but we have a Board of Directors directine- 
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the affairs of the new corporation, who are these 
men of substance and responsibility and who have 
no other relationship or connection with the Amer- 
ican Power & Light Company, except as being Di- 
rectors of this Company; we have underlying bond- 
holders; we have Pacific Company’s bondholders 
and Pacific Company’s preferred stockholders, all 
having something to say about the administration 
of the affairs of the Pacific Power & Light Com- 
pany; so it would scarcely be correct, under the 
circumstances, to say, after that transaction the 
American was the sole owner [955] of the Pacific 
Power & Light Company, would it? 

A. Well, in so far as the common stock equity 
measures the degree of proprietorship, and all the 
other evidences of indebtedness are either secured 
indebtedness or mortgages, to that extent the Amer- 
ican was sole owner, other than the fact that the 
properties and assets of the corporation might hav- 
been mortgaged. 

Q. Well, at least the rights and interests of 
third parties, to a very, very pronounced degree 
had come in through the issuance of Pacific bonds? 

A. That is very true, Mr. Laing. 

@. And the interest of third parties had come 
in through the issuance of preferred stock and the 
acquisition of the preferred stock by the public 
generally? § A. That is correct. 

Q. Now, with reference to a statement you make 
in the transcript at page 884—I thought you let 
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the Pacific Power & Light Company down quite a 
little here when you say: ‘‘Pacific Power & Light 
Company is but an account in the general ledger 
of the American Power & Light Company, the 
costs of which have been analyzed and established 
on the books of that Company. Securities have been 
substituted for the costs, but there has been no 
change in the costs. As a result,’’ I assume because 
we are just a ledger entry, ‘certain of the subse- 
quent adjustments result from an analysis of syvs- 
tem costs of the [956] properties acquired.’’ 

Now, I would like to ask you if American should 
go out tomorrow and acquire, sav, 5 percent or 10 
percent of the securities of some other enterprise. 
that company, so far as it relates to the American 
Power & Light Company, would probably be only 
a ledger account on the books of the Americar 
Power & Light Company; would that not be true? 

A. Yes. 

Q. Or if the American today, not owning any 
of the Pacific Power & Light Company securities 
—not today, but two years ago or three years ago— 
should have gone out and bought a block of Paci- 
fic preferred stock at the then depressed market 
price, at thirty or forty points. whatever the price 
Was, purchasing at this price $100,000 par value 
of Pacific preferred stock; assuming those facts 
and having invested $30,000 or 840.000 for thi« 
$100,000 par value of preferred stock; in that case. 
the Pacific Power & Light Company would be » 
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ledger account on the books of American for what- 
ever was paid for that preferred stock? 

A. Yes. To carry the illustration a little fur- 
ther; the Inland Power & Light Company is but ~ 
ledger account on the books of the Pacifie Power 
& Light Company, 

Q. You don’t intend to imply that we ‘do not 
have separate personalities or separate corporate 
existences? We are nothing more than merely some- 
body else’s bookkeeping [957] entry? 

A. I am afraid you are taking me in the leg=! 
field. 

Q. I am perhaps taking your statement a little 
bit too literally; I want to know just what you 
meant when you stated we are a ledger account on 
the books of the American Power & Light Com- 
pany. 

A. You will have to remember the question that 
I was asked as to why I went to American to get 
the Pacific Power & Light costs. That is why I 
said they were an entry on the books of the Amer- 
ican Power & Light Company. 

@. Let us assume this kind of a situation, where 
the Pacific was organized entirely independently 
of American, and it sold all of its bonds and all of 
its preferred stock and all of its common stock di- 
rectly for cash at the face value of the securities; 
in other words, its preferred stock brought into the 
the treasury $100 a share in actual cash, and the 
Company went along for a number of years and 
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ran into a depression which affected its earnings, or 
there was a threat of destructive competition which 
frightened investors, or something happened so 
that the preferred stock, marketwise, was worth 
only $25 a share; and then suppose that the Ameri- 
ican Power & Light Company stepped into the pic- 
ture for the first time as an investor in Pacific, 
and spent $25,000 in buying that stock and, by so 
doing, would have acquired stock of a par value of 
$100,000 for a $25,000 investment [958] under that 
assumption, the Pacific would be an item on the led- 
ger account of the American to the extent of $25,- 
000; would it not? 

m~, Thais correct. 

Q. But the cost of the property that the Pacific 
Power & Light got from that stock when it was. 
issued originally would be the cost as recorded on 
Pacifie’s books that it paid for the property that 
it got? 

A. That would be very true, Mr. Laing. 

Q. So that the very fact that the Pacific is just 
an account on the general ledger of the American 
is not the thing that determines or has any bearing 
on your use of American costs in getting at the 
adjustments you reflected in this reclassificatic= 
statement ? 

A. Let me look at it this way: The original 
costs or the costs of acquiring the properties were 
first accumulated on the books of the American 
Power & Light Company. Now, upon the substi- 
tution of those costs, or, rather, by the substitn- 
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tion of securities of the Pacific Power & Light 

Q. Of course it does not change the American 
the costs of the various properties lose their iden- 
tity in the securities of the Pacific Power & Light 
Company. Now, dealing with the properties on the 
books of the Pacific: in order to determine the 
costs of those properties, you can’t go to the secur- 
ities of the Pacific; you must go to the account 
[959] on the books of the American, where those 
costs have been accumulated and where the substi- 
tution of costs for securities has been made. 

Q. Where you say you can’t take the securities 
as representing the cost, that is because, in your 
judgment, the transaction was dominated by the 
American Power & Light Company and they were 
in a sense, as you see it, acting on both sides of the 
bargain; is that right? 

A. I probably view the situation this way: that 
a group of operating properties in the Pacific 
Northwest are acquired; they don’t want to be 
called ‘‘American’’ or operated by American; or 
American doesn’t want to operate them so Amer- 
ican forms an agent, a child, to operate its proper- 
ties in the Pacific Northwest and does it through 
the medium, as you characterize it, the medium of 
a legal entity in the Northwest to enter into any 
contracts or whatever may be necessary; but that 
does not change the costs. 

Q. Of course it does not change the American 
costs; we recognize that. But the point of your dis- 
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cussion here,—and I don’t wish to drag it out un- 
duly—as I see it is this: the reason that vou fe! 
that the American costs are controlling in deter- 
mining the costs to Pacific in the 1910 transaction 
is because at that time, to all practical intent and 
purposes, as you see it, the American Power & 
[960] Light Company dominated and really was 
the Pacific, under another name for the moment? 
A. That conclusion is predicated upon the fact 
that the properties costing the American Power & 
Light Company six million dollars did not become 
costs of $10,900,000 by the formation of a new legal 
entity. 


Q. Merely by the transfer of the property to a 
company controlled by the American Company? 

A. That is correct. 

Q. But the mere fact that a company such as 
the Pacific, or any other corporation, was an ac- 
count on the ledger of the American Power & Light 
Company would not have any particular signifi- 
eance, would it. Mr. O'Neil? 

A. Other than the fact that that is where I go 
for my costs. 

Q. In the case I cited, where the American may 
have bought $100,000 value of preferred stock for 
$25,000, making its first investment at that time 
in the Pacific, would that have any bearing on the 


cost to the Pacific of the property which represented 
that stock? A. No. 
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Q. So the whole thing boils down in your mind 
to the fact that the American in 1910 was momen- 
tarily the owner of all the securities which the Pa- 
cific issued and exchanged for the properties which 
American turned over to Pacific at [961] that time; 
isn’t that true? 

A. ‘That is essentially correct, yes. 

@. Now, at a later place in your testimony, 
where you talk about the 1930 transaction,—— 

A. Interposing) Is that in connection with the 
$623,000 ? 

Q. I will find it. You used the expression: 
“Without attempting to repeat again the opinions 
expressed in this testimony, it will suffice to say 
that the transaction in 1930 was similar to the 1910 
transfer, entirely between the same owners.’’ 

Now, in the line of our discussion, would you say 
that Pacific Power & Light Company and the 
American Power & Light Company were one and 
the same corporate entity in 1930? 

A. No; they were not one and the same entity, 
Mr. Laing, but they were under common control. 

Q. What are you referring to by ‘‘common con- 
trol’’? 

A. Are you referring to the Inland and Pacific, 
or the American and Pacific? 

@. The American and Pacific. 

A. In 1930 the relationship of American to Pa- 
cific was one covered by the definition of ‘‘control’’. 

@. We are not discussing the question of ‘‘con- 
trol’? as exercised at a stockholders meeting; the 


us. Federal Power Commission 475 


(Testimony of John J. O'Neil.) 

expression in vour testimony was that the transac- 
tion was entirely between [962] the same owners. 
J just wanted to know what you meant by that. 

A. Well. a more general interpretation of that 
would be that the various prices placed upon the 
properties in the transfer were all a matter of com- 
mon control. I am not saying there was no inde- 
pendence of thought. or that there were not two 
separate parties arriving at the prices at which 
those were to be transferred. 

Q. On what do rou base your statement? 

A. Well. I believe. the American owned all the 
common stock of Pacific. 

Q. That is true. 

A. That is right. and all the common stock of 
Inland. 

Q. Yes. But we are talking about the trans- 
action that took place between the Pacific and 
American, where the Pacific acquired certain prop- 
erties from the American and gave the American 
certain securities in place of them. Do rou mean 
to suggest that that was not a transaction between 
separate parties, negotiated between separate par- 
ties ? 

A. You are not putting in the question the legal 
corporate entities? 

Q. I am trring to get at what you mean when 
you say that transaction of 1930 was between the 
same owners. J assume vou mean by that that ther 
were identical. [963] 

A. That there was control. 
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@. Do you mean that the American had a vot- 
ing control over the election of the Directors of 
the Pacific; is that what you mean? 

A. No, that is not all I mean, that they had 
control over the election of the Directors; I mean 
that at that time they controlled the policies and 
management of the Pacific Power & Light Com- 
pany, which management was arriving at the price 
to be paid to American. 

Q. Let us come back to that, because that is 
something I never knew before. You say that in 
1930 the American controlled the management of 
the Pacific Power & Light Company? 

A. Yes, sir. 

Q@. On what basis and in what manner? 

A. Through the election of its Directors is one. 

Q. Well, the American had, as you say, a ma- 
jority control in the election of Directors? 

A. Yes. 

@. Are you implying by that that the Directors 
did not exercise definitely independent judgment, 
in any discussions between the Company and the 
American ? 

A. The judgment of the Directors of the Pa- 
cific Power & Light Company might have been 
independent, but they would only remain so in so 
far as that judgment was in accord [964] with the 
wishes of the American Power & Light Company. 
By that I mean this, Mr. Laing, 

@. You mean that they could have fired the 
Board of Directors at the next annual meeting? 
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A. That the Pacific Power & Light Company 
dealing with the American were not two different 
people in establishing the cost or price to be paid 
for something. As you say, there might have been 
a certain degree of independence exercised by the 
management out here, and to that extent I will 
grant this: that if American wanted the Pacitic 
to buy a certain piece of property at a certain 
price. that the Board of Directors out here might 
say. ‘‘We won't buy it at that price. We will 
buy it at another price."” To that extent it rep- 
resents an independent judgment: but it is my 
conclusion that, ultimately, the transaction, no mat- 
ter how effected, would meet with the approval 
of the American Power & Light Company. 

Q. Of course you would never have a deal un- 
less two parties agree? 

A. There is where we have a difference of opin- 
ion. Where there are two independent parties 
not commonly controlled, you have two parties in 
a deal, if they arrive at one. But when the Pacific 
Power & Light Company sold to the American, 
or American sold to the Pacific, that was not a 
deal between two independent parties. [965] 

Q. But the point that you make is that if the 
Pacifie Power & Light Company or the American 
Power & Light Company ever got together on any 
transaction, it would be an indication that the 
American was satisfied; is that correct? 

A. Would you mind repeating that? 

Q. I said the mere fact that the American and 
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Pacific got together on any transaction suggests 
to you that the American was satisfied, and there- 
fore it carried out its control. As a practical mat- 
ter, is that a fair statement to make? 

A. Qh, I believe so. 

Q. Supposing you and I would talk about a deal, 
and I said I have got a piece of property that 
IT am willing to sell for a thousand dollars, and 
we dicker for a while, and you say ‘“‘I will give 
you $800.’? Well, we consummate the deal. Does 
that indicate that you control the transaction? 

A. Between you and me? 

Q. Yes. A. I would say No. 

@. And the only reason you differentiate that 
kind of transaction from the sort of transaction 
that might have occurred between the American 
and the Pacific is your assumption that because 
the American had the power to ultimately get rid 
[966] of the Board of Directors, there wouldn’t 
be any independent bargaining between them on 
any transaction; isn’t that it? 

A. Well, let me put it this way, Mr. Laing: I 
will grant that there might be differences of opin- 
ion, that the views of American might be different 
from the views of Pacific, and the Directors here 
might argue or debate that, for certain local rea- 
sons, certain things that the American wanted to 
do would not be satisfactory to them, and vice 
versa; to that extent, there might be differences. 
But the point I want to make is that, as a result of 
independent action, if you want to characterize it 
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as such, on the part of the local management, if 
an exchange or transfer of property was not made 
at cost, just because there might have been, in 
your opinion, an independent judgment exercised 
in the transfer of those properties would not in- 
fluence the fact that it was a profit so far as 
the other company was concerned. Do I make 
myself clear? | 

Q. Yes. 

A. You might not give the American the full 
amount the American asked, and to that extent 
exercise an independent judgment; but if that fig- 
ure is still higher than the cost, it still represents 
profit to the seller. 

Q. But the particular reference we had, in the 
transaction we had in mind, was where it was 
less than cost. 

A. I believe that in that particular transaction 
[967] there was a little bit of what you said. 

Q. Some real bargaining? | 

A. That is correct. I might add to that, Mr. 
Laing, in spite of the fact that there was that 
independence of action which was characteristic 
of that particular action, I have still transferred 
that as a debit to Account 107. 

Q. I understand that. The point I am making 
is that, except for the transaction that occurred 
in July of 1910, we have had a Board of Directors 
that, in no sense of the term, could be said to 
be American nominees or associates, in the sense 
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that you refer to them in connection with the 
transaction of July, 1910. We have had an inde- 
pendent Board of Directors, made up of Western 
men, who have been responsible for the operation 
and administration of this property for the last 
thirty odd years, beginning within two or three 
weeks after this transaction in July, 1910, have 
we not? 

A. I don’t want to profess a familiarity with 
all of the actions of the Board of Directors since 
1910, but I would at least go this far with you 
and say that, since 1910, there have been no similar 
transactions of the kind that took place in 1910; 
and if, to that extent, it would indicate an inde- 
pendence on the part of your local Board of Di- 
rectors, that is all I know, that such a thing—I 
don’t like to use the word ‘‘perpetrated’’—that 
such a deal [968] should not be perpetrated. 

Q. I don’t intend to argue the matter with you. 
I merely wanted to bring out what I know to be 
the fact. 

A. I believe your ideas are just the same as 
Mr. Slaff’s; you are just trying to get my ideas 
on the record. 

Q. With respect to the 1910 transaction, vour 
point is that, imasmuch as American owned all the 
securities at the time all the properties were turned 
over to the Pacific, and at the meeting at which 
this transaction was authorized and consummated, 
you might say the members of the Board at that 
time were men largely connected with the Ameri- 
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can Company and its associates in New York— 
for that reason you don’t feel that the judgment 
exercised by those men, as Directors of the Pacific 
Power & Light Company, should be given any 
weight in determining the cost to the Pacific Com- 
pany, but, instead, we must rely exclusively on 
the costs as recorded on the books of the American 
Company ? 

A. Irrespective of independent judgment or the 
controlling judgment, in transfers between asso- 
ciated companies those transfers should not be made 
at a profit, or effect any writeup in the plant 
which is offset by securities. Does that answer 
your question? 

Q. You are expressing your point of view? The 
last answer expresses your opinion? 

A. That is right, that the transfer between 
[969] associated companies shall be at cost. 


By Mr. Foley: 

Q. You mean under the System of Accounts 
as you interpret them? 

A. You mean the Federal Power Commission’s 
System of Accounts? 

Q. Yes. 

A. My. Foley, I had that same idea long before 
the Federal Power Commission System of Ac- 
counts was promulgated. I believe it is general 
practice in the accounting profession, so far as 
I have known it, that, as between associated com- 
panies, there shall not be any profit. 
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Q. I have only one other question, and that 
one has to do with the treatment you and your 
associates have received from the Pacific Power 
& Light Company organization in the prosecution 
of your studies or in checking work or investi- 
gation relating to this Pacific Power & Light re- 
classification. 

As I recall, you stated you had been on this 
job from about the first of July, 1940 until some 
time around the first of October, 1940 working here 
in Portland, and that afterwards your relation to 
the job was In a supervisory capacity, and that 
Mr. Flynn was then directly in charge of the work 
here in Portland; and I assume, like Mr. Flynn, 
[970] vou came here some days in advance of the 
hearing, September 29, to check up on the work 
that had been done by the Company in presenting 
its revised statement; so that you have had, over 
that period of time, from the first of July, 1940 
to the present time, a considerable amount of direct 
and indirect contact with Mr. Neill, Mr. Phipps 
and Mr. Hawkins, and others of the Pacific Power 
& Light Company who had responsibilities in con- 
nection with the reclassification work; and what I 
want to know from you is what sort of treatment 
vou found you got from these men in so far as 
it pertained to the carrying on of the work that 
vou were trying to do. 

A. Unfortunately I had little or nothing to do 
with Mr. Hawkins, but I would include him, in 
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view of my experiences of the last few days. Most 
of my contacts were with Mr. Neill, Mr. Willard 
and Mi. Phipps; and the conclusion that I would 
draw from my association with those men is that, 
so far as my particular examination was concerned, 
I found that they were not only cooperative but, 
by comparison with certain other general expe- 
riences a long time ago, I found them extremely 
helpful and cooperative in attempting to assist, 
even beyond what we might ordinarily have re- 
quired. 

Q. So then, speaking generally, do you consider 
that the Company has attempted in good faith and 
with reasonable diligence to comply with the re- 
quirements that were made upon it by the System 
of Accounts and the orders [971] we have to re- 
spond to in this proceeding? 

A. I would say- Yes. 

Mr. Laing: That is all, Mr. O’Neil. 

Trial Examiner: Do you have any questions, Mr. 
Foley? 

Mr. Foley: No questions. 

Trial Examiner: Any questions, Mr. Slaff? 

Mr. Slaff: There might be a few questions of 
the witness, but I would prefer to look at the 
transcript and I can then determine whether there 
is any necessity for further examination. 


Trial Examiner: You may step down, Mr. 
O'Neil. [972] 
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ealled as a witness on behalf of the Commission, 
having been previously sworn, resumed the stand 
and testified further as follows: [975] 


Direct Examination 
(Resumed ) 
By My. Slaff: 

Q. Mr. Van Scoyoe, you have previously testi- 
fied in this proceeding, have you? 

A. Yes. At the hearing held in Washington, 
D. C. on May 24, 1940. 

@. At the time of that hearing, the field ex- 
amination of the original cost study of Paeifie 
Power & Light Company had been suspended ? 

A. Yes, sir. 

Q. Was the field investigation subsequently re- 
opened ? 

A. Yes. On July 8, 1940, after Pacific Power 
& Light Company submitted its original cost study 
to the Commission the investigation was resumed. 

Q. When was that field examination concluded? 

A. On February 15, 1941. 

@. Did the staff assigned to the field investi- 
gation prepare a report covering the investigation ? 

A. Yes. <A report was prepared in collabora- 
tion with the staff of the Public Utilities Com- 
missioner of Oregon; it is Exhibit No. 16 in this 
proceeding. 

@. And did you coneur in the conclusions and 
recommendations set forth in the report? 

A. JI did. 
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Q. And you examined the original cost study 
prepared [976] by the Pacific Power & Light Com- 
pany, the first one, being Exhibit 15 herein? 

A. I have. 

Q. And have you also examined the revised 
statement submitted by Pacific Power & Light Com- 
pany, the Exhibit No. 15? A. Yes, I have. 

Q. You have been present, of course, and heard 
the testimony of Mr. 

Mr. Laing (interposing): Mr. Slaff. 

Mr. Slaff: Surely, Mr. Laing. 

Mr. Laing: Did you give that last one the right 
number ? 

Mr. Slaff: 17; that is what I thought I said. 

The Reporter: Mr. Slaff, you said ‘* Exhibit 15’’. 

Mr. Slaff: That last one should be Exhibit No. 
17. Thank you, Mr. Reporter. 


By My. Slaff: 

Q. And you have been present here and heard 
the testimony of Mr. Will T. Neill in this hear? 
ing? A. Yes, I heard Mr. Neill testify. 

Q. Is it your understanding from Mr. Neill’s 
testimony on the Revised Statement, Exhibit No. 
17, that the Company is in agreement with the 
Commission’s staff with respect to the adjustments 
set out in Exhibit No. 16, [977] relating to Ac- 
count 100.1, Electric Plant in Service, and Account 
100.2, Electric Plant Leased to Others? 

A. Yes, sir. 

Q. Have you heard the testimony of Messrs. 
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J. H. Flynn and John J. O’Neil of the Commis- 
sion’s staff in this proceeding? A. JI have. 

Q. And are there any comments you would like 
to make with respect to their testimony? 

A. Nothing, except to say that I am in agree- 

ment with the views and conclusions expressed by 
them. 
- Q. Mr. Van Scoyoe, as a result of certain fur- 
ther adjustments to the Company’s revised reclassi- 
fication statements, Exhibit No. 17, which were 
testified to bv Mr. O’Neil and reflected in his Ex- 
hibits Nos. 43 and 47, there is classified in Ac- 
count 107, Electric Plant Adjustments, the sum of 
$6,420,800.61. Have you given consideration to the 
appropriate disposition of such amount? 

A. Yes, I have. [978] 

Q. After making the dispositions which you 
hare been discussing, what remaining balance is 
there in Account 107, Electric Plant Adjustments? 

A. $4,122,1'73.16. 

Q. What does this amount represent? 

A. It represents the excess of recorded costs 
on Pacific Company’s books over the cost/to Ameri- 
can Power & Light Company of certain properties 
transferred to the Pacific Company in 1910 and 
1930, amounting to $4,121,981.41, and a_ small 
amount of $191.75 applicable to the Walla Walla 
Valley Railway Company. 

Q. Why is this amount of $4,121,981.41 classi- 
fied in Account 107, Electric Plant Adjustments? 

[981] 
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A. This item is classified in Account 107 as it 
is the opinion of the staff that it is a writeup 
of plant, and under the System of Accounts must 
be included in Account 107. 

Q. Have you any recommendations to make with 
respect to the disposition of the amount of $4,122,- 
173.16 which has been classified in Account 107? 

Mr. Foley: Mr. Examiner, I would like to ob- 
ject to this question upon the ground that any 
testimony elicited would be irrelevant and imma- 
terial and premature, because it calls for evidence 
of the witness as to the disposition of amounts 
proposed to be placed in Account 107 by the staff 
before the Commission has determined what defi- 
nite items and amounts should be placed in such 
account, which is to require the meeting of the 
issue of disposition of amounts classified in Ac- 
count 107 before the Commission has determined 
what items and amounts should be so classified. 
We submit it violates the constitutional guaran- 
tees of procedure by due process. 

Trial Examiner: The order setting this matter 
for hearing made provision that the evidence should 
be taken as to the proposed disposition of any 
items that might be in controversy between the 
staff and the intervener. The objection is there-. 
fore overruled. 

Mr. Laing: I would like to have the record 
show I join in Mr. Foley’s objection, and I would 
like to object [982] on the further ground that 
the matter of disposition of items which may ulti- 
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mately get into account 107 is not an accounting 
matter. It is not a matter on which an accountant 
as such is qualified to express an opinion, and it 
is a matter, as Mr. Smith himself has said on 
many occasions, which calls for the judgment of 
the Commission upon all the facts as elicited; and 
it is, therefore, not one that is a proper subject 
of testimony by this witness. 

Trial Examiner: Overruled. 

Mr. Slaff: Wal you proceed? 

Myr. Fcley: I suppose we have the same objec- 
tion to this entire line of testimony. 

Mr. Slaff: You make a general objection, I take 
it, running to each question? 

Mr. Foley: Yes, I wish the objection to the 
entire line of question be noted. 

Trial Examiner: Yes, it may be so understood, 
Mr. Foley. 

A. (Continuing) Yes. I believe that it should 
be disposed of from Account 107 at onee. 


By Str. Slaff: 

Q. Why do vou recommend disposition ? 

A, The amount represents inflation of the ac- 
counts. It is not a valid cost and has no proper 
place in the accounts of a public utility. [983] 

Q. What plan do you recommend be followed 
with respect to disposing of this item? 

A. As far as accounting principles are con- 
eerned, the amount should be eliminated at onee. 
It could be charged either directly to Earned Sur- 
plus or to a created Capital Surplus. If this 
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amount is charged to Earned Surplus at once, it 
would cause a large deficit therein. As a matter 
of policy, and not as a matter of accounting prin- 
ciple, some amortization program might be sanc- 
tioned, such as was ordered by the Federal Power 
Commission in the case of Northwestern Electric 
Company in the Opinion dated December 6, 1940, 
Opinion No. 56, Docket IT-5642. When I refer 
in this instance to matter of policy, I refer par- 
ticularly to consideration which might be given 
the position of the preferred stockholders. 

Q. Have you given any consideration to a plan 
for the creation of capital surplus which could be 
used to extinguish this write-up? 

A. I have. 

Q. Will you explain what you have in mind? 

A. I should like to suggest this plan for con- 
sideration by the Commission, as well as by Pacific 
Power & Light Company and American Power & 
Light Company which I feel offers an excellent 
solution of the problem. 

As of December 31, 1940, American Power & 
Light Company [984] held 1,000,000 shares of the 
no par value common stock of Pacific Power & 
Light Company, having a stated value per share 
of $7.00 or a total for the 1,000,000 shares of 
$7,000,000. It also owned a 6 percent note of Pa- 
cific Company in the principal amount of $2,794,- 
500. 

It would be my suggestion that American Com- 
pany forgive or make a eapital contribution of 
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such indebtedness which would create a capital sur- 
plus in the above stated amount. I would also 
suggest that American Company surrender 189,667 
shares of Pacific Company’s common stock now 
held by it, which at $7.00 per share will result in 
a further capital contribution of $1,327,669. The 
sum of $2,794,500 and $1,327,669 is $4,122,169, and 
such amount could be used to extinguish the write- 
up classified in Account 107. The balance of Ac- 
count 107 amounting to 4.16, could be charged to 
Earned Surplus. 

@. If such a plan were followed, what would 
be the resulting capital structure of Pacific Power 
& Light Company at December 31, 1940? 

A. The Company would then have outstanding: 
Common stock, 810,333 shares, $5,672,331; pre- 
ferred stock, 68,685 shares, 6,868,500; 1st mortgage 
bonds, $20,500,000, a total of $33,040,831. 

@. What would be the effect on the income of 
Pacific Company of your suggested plan? [985] 

A. On the basis of 1940 operations, the income 
account would be relieved of a charge for interest 
on the $2,794,500 of notes to American in the amount 
of $167,670. : 

@. And would this amount then be available for 
common stock dividends to American Power & Light 
Company ? 

A. It would be available for such dividends or 
other charges. 

Q. In your judgment, Mr. Van Scoyoe, would 
the consummation of such a plan as you have sug- 
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gested effect an improvement in the financial situa- 
tion with respect to Pacific Power & Light Com- 
pany ? 

A. Very much so. It removes a write-up from 
the asset side of the balance sheet. It also has the 
effect of materially improving the company’s cur- 
rent position; bettering its times interest earned 
ratio, its times dividends earned ratio applicable 
to the preferred stock, and also the amount earned 
per share for the common stock. 

Q. Would the stated value of the company’s com- 
mon stock then measure the actual cash investment 
of American Power & Light Company in such com- 
mon stock? A. Yes, it would. 

Q. Does this complete your discussion with re- 
spect to the disposition of the write-up? 

A. Yes, it does. [986] 

Q. What amount is classified in Account 100.5, 
Electric Plant Acquisition Adjustments? 

A. Exhibit 46 reflects an amount of $2,741,591.66 
elassified in that account. 

Q. And what does that amount represent? 

A. It represents the difference between the orig- 
inal cost of acquired property at December 31, 1936 
and the acquisition cost thereof. 

Q. Does it represent amounts paid for operat- 
ing units or systems over and above the original 
cost of such operating units or systems acquired ? 

A. Yes, it does. 

@. Have you made any studies which indicate 
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what these payments in excess of original cost were 
for? A. Yes, sir. 

Q. And what conclusions did you arrive at as 
a result of such studies? 

A. It was my conclusion that substantially all 
of [990] the excess above original cost represents 
payments for intangibles. 

Q. Upon what did you base your conclusion ? 

A. With the exception of the properties acquired 
from Inland Power & Light Company in 1980, 
appraisals are available at or about the dates of 
acquisition of practically all properties which, upon 
examination, indicated that the replacement cost of 
the physical units of property plus the market value 
of land and less the accrued depreciation, was not 
greater than the original cost of the property; hence 
it must be concluded that the amounts paid in excess 
of original cost were for intangibles. With respect 
to the Inland properties, appraisals made in antici- 
pation of sale by Puget Sound Power & Light Com- 
pany, to Inland of the leased properties showed 
total appraisal values of physical property of less 
than the estimated original cost of the properties. 
Some portion of the acquisition adjustments arising 
from the purchase by American and Inland of the 
properties of the Bend Water, Light & Power Com- 
pany, Deschutes Power Company, Sherman Electric 
Company and Enterprise Electric Company, which 
were transferred by Inland to Pacific in 1930, may 
have been applicable to physical property. However, 
there were no appraisals made in anticipation of 
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such purchases, or immediately thereafter, and it 
appears from the [991] Company’s correspondence 
files that actual and anticipated earnings were the 
major consideration in purchasing these properties. 

In making use of the various reproduction cost 
appraisals for the purpose of arriving at a con- 
elusion with respect to the presence of physical 
property values in excess of original cost, I do not 
mean to imply that the value of physical property 
is always equal to the reproduction cost new thereof 
less accrued depreciation. Cases will, of course, 
exist where such values may well be less than the 
values determined on a reproduction cost basis. I 
merely wish to point out that it represents a ceiling 
for physical property values. 

Q. Have you attempted to allocate any of the 
acquisition adjustment to physical property values? 

A. It would be impossible at this date to make 
anything but a very rough approximation of the 
amount of acquisition adjustment applicable to 
these properties which may be assignable to physical 
property values. I have not attempted to do so, 
for I do not believe that such a study would serve 
any useful purpose. 

Q. Is it your judgment, then, Mr. Van Scoyoe, 
that the entire balance in Account 100.5 of $2,741,- 
591.66 should be considered as payment for intan- 
gibles ? 

A. Yes; I believe for all practical purposes that 
[992] the balance in Account 100.5 should be so 
considered. In that connection I desire to point 
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out that it was the practice of the Company to make 
retirements from time to time of certain properties 
on the basis of the Hagenah reproduction cost new 
appraisal. The credit item in Account 100.5 labeled 
‘‘Rretirement Adjustments’? and shown on Exhibit 
No. 46 is the result of this practice. These retire- 
ments which were made in excess of original cost 
have the effect of decreasing that portion of the 
acquisition adjustment which may be pe to 
physical property. 

@. Have you attempted to identify or clasaite 
the several kinds of intangibles which may be pres- 
ent in the acquisition adjustment account? 

A. No. On the basis of available information 
such a determination would involve a great deal 
of speculation. As Mr. Neill stated in his testi- 
mony on last Monday, intangible values tend to 
merge. Furthermore, practically all intangible 
values can be associated with earning power in one 
way or another. 

Q. Do you believe that intangibles bought and 
paid for have a permanent place in the plant ac- 
counts of a public utility? 

A. No, sir; I do not. Intangibles have a very 
questionable value, as well as life. There is no more 
reason to retain permanently the cost of an intan- 
gible in the books [993] of account than there is 
to retain the cost of tangible property in the ac- 
counts after it has been physically retired. The 
difficulty lies in the fact that the life of an intangible 
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is uncertain and its decline in value is not as easily 
ascertainable as that of tangible property. The 
sane and prudent thing for management to do is to 
provide for its ultimate loss in value. It is good 
accounting and it is practiced to a large extent 
by non-utility business enterprises. I might add 
that it is beginning to be practiced by a good many 
public utilities with which we have come in contact 
in our reclassification work. 

Q. Do you have any specific recommendation with 
respect to the disposition of the amount in the 
acquisition adjustment account of $2,741,591.66 ? 

Mr. Foley: I would like to object to the ques- 
tion and other similar questions to follow on the 
same grounds I objected before. 

Mr. Laing: And I would like to renew my pre- 
vious objection. | 

Trial Examiner: Objection overruled. 

A. (Continuing) Yes. My recommendation 
would be that this amount be disposed of from 
Account 100.5 by equal annual charges to Account 
537, over a period of 10 or 15 years commencing 
with the year 1941. [994] 


By My. Slaff: | 

Q. What, for purposes of illustration, would be 
the annual amount to be amortized on a 15-year 
basis ? ewe e2, (72.77. 

Q. Why do you recommend a 10 or 15- ED amor- 
tization period? 

A. While I believe a shorter and would be 
more desirable in view of the fact that approxi- 
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mately one-half of the acquisition adjustment has 
been carried on the books of the Company for 30 
years, in matters of this kind a practical solution 
is sought and, in my judgment, an amortization 
program of 10 or 15 years will satisfactorily accom- 
plish the disposition of the acquisition adjustment. 

Q. What effect would a 15-year amortization pro- 
gram have on the net income of the Company ? 

A. On the basis of 1940 operations, and taking 
into consideration my previous recommendations 
with respect to the disposition of amounts in Account 
107, Electric Plant Adjustments, the net imcome 
of the Company for 1940 available for preferred 
and common stock dividends would have been 
$775,421.43, as compared with $853,579.31. 

@. After payment of preferred dividends, how 
much would be available for common dividends? 

A. $316,943.48. 

Q. Does this plan of disposition for the amount 
in [995] Account 100.5 affect the Company’s cash 
position, or in other words, does it involve the ex- 
penditure of any funds? 

A. No, sir, it simply means that the acquisition 
adjustment is replaced over a 15-year period threugh 
charges to income with other assets—either cash and 
other current assets, or physical property. 

Mr. Slaff: You may cross examine. [996] 


Cross Examination 
By Mr. Laing: 
@. With respect to several of these items which 
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were discussed in your testimony as amounts which 
in your judgment should be transferred to certain 
other accounts, notably, the $42,000-odd that the 
Company and the examiners seem to have agreed 
upon should go to Account 107 and thence to surplus, 
as a charge against it, and the amount of amortized 
debt discount and expense of which $454,349.90 rep- 
resents an amount which relates to bonds that became 
due on August 1, 1930, and which therefore are 
theoretically washed out, and the remainder, $1,576,- 
377.74 representing discount and expense incurred 
in connection with the bonds that were issued August 
1, 1930 running for a period of 25 years—you stated 
rather emphatically that the parts of these amounts 
in the Debt Discount and Expense, which represent 
the matured part of it at the present time, should 
be immediately charged to surplus; and you go on 
to say it is presumed of course that the Company 
will include in its income account for 1941 and sub- 
sequent years the proportionate share of the un- 
amortized debt discount and expense applicable for 
such years. 

Now, do I understand from your language with 
respect to those items that the Company may prop- 
erly go ahead and make these transfers at the pres- 
ent time, or is the Company [997] supposed to wait 
for some action or ruling with respect thereto? 

A. I may say this, Mr. Laing, that with respect 
to the disposition made of Account 107 items, this, 
I believe under the language of the System of Ac- 
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counts, should be made under the Commission’s di- 
rection or approval. 

Q. With respect to this discount and expense, as 
I recall the examiner’s report, they have handled 
that through Account 107 as a clearing account, 
have they not? A. Yes, sir. 

@. And they rather objected to the Company’s 
proposing directly to put it in as a charge to surplus, 
the part that has already gone by. 

Now, what is the procedure that you recommend ? 

A. My recommendation is, first of all, that the 
amounts should go to 107, and then be disposed of 
from 107. I have made recommendations as to that. 
Now, I presume, in view of the fact that we are 
in a formal proceeding now, that that matter will 
be covered whenever the Commission enters its order. 
If, however, the Company should want immediate 
action on it, I see no reason why it should not 
petition the Commission for authority to dispose 
of those amounts immediately. 

(). As we understand the amenities of the situa- 
tion at least, we are not supposed to do anything 
about it until [998] we get some approval or order 
‘ from the Commission ? A. That is right. 

Q. And the same would be true about these trans- 
fers of capital stock discount and expense that are 
proposed to be transferred out of plant into Account 
151 and 150? A. Yes, sir. [999] 

Q. If I understand your procedure, Mr. Van 
Scoyoc, [1001] in approaching the problem of the 
disposition of this amount, that you classify in Ac- 
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count 107 as representing the excess cost to Pacific 
over cost to American, you have given no considera- 
tion whatever in your treatment of the matter to 
what values there may be in the Company’s plant 
at the present time that would be an offsetting ele- 
ment against this $4,122,173.16? 

A. I have not arrived at any relationship be- 
tween the cost of the physical property and such 
intangibles as were purchased and present fair value 
of the Company’s property as may be measured 
through some way of measuring value. 

Q. You have considered that the problem is one 
of purely cost accounting and not one of deter- 
mination of value, have you not? 

A. Yes. I don’t think there is any relationship 
between the cost as recorded on the books of account 
and the present fair value of the property as might 
be measured—as Mr. Willard has measured it—by 
reproduction cost new. 

Q. Do you recall, Mr. Van Scoyoc, Mr. Charles 
W. Smith’s testimony in the Northwestern reclassi- 
fication case ? 

A. Well, I don’t know that I recall the particular 
part that you have in mind, but I do recall it gen- 
erally. 

Q@. JI mean im a general way. I am going to 
read an extract, a small extract of that testimony, 
and ask if you would subscribe to the views that 
he expressed there at that [1002] time. 

Mr. Slaff: What is the page reference? 

Mr. Laing: I am taking it out of the Circuit 
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Court of Appeals, record 490 of the transcript, 
and probably it laps over on 491: 

‘“The new system of accounts, pursuant to its 
main theme of requiring a reclassification of plant 
accounts, provides that write-ups shall be reclassi- 
fied and included in Account 107. Account 107 will 
bring the amount of direct inflation to the attention 
of the Commission. It is the accountant’s duty 
to bring out the facts. It is the Commission’s duty 
to see that proper disposition of the write-ups is 
made after obtaining the facts. The accounting 
system itself does not provide for the disposition 
of inflation—it merely provides, to reiterate, for 
the ear-marking of the accounts thereof.”’ 

I have read enough to give you the background 
of Mr. Smith’s statement, and what I want par- 
ticularly to direct your attention to his statement 
that the accounting system itself does not provide 
for the disposition of inflation as Mr. Smith had 
defined it. 

A. Yes, I agree with that. I might explain just 
a little further on that particular point too, that 
the language of the text of Account 100.5 says that 
this may be disposed of as the Commission may 
[1003] approve or direct. Account 107 says this 
shall be disposed of as the Commission shall ap- 
prove or direct. There is nothing im the system 
that says you shall dispose of it this way or another 
way, but that is left to the discretion of the Com- 
mission after hearing all the facts in the matter. 

[1004] 
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Q. In other words, the purpose of the system 
is to endeavor to present the proper data in their 
proper pigeon-holes, if we may use that expression, 
so that the Commission, as a matter of policy, may 
decide after a full review of all the facts and cir- 
cumstances what properly should be done? 

A. That is one of the purposes of the system, 
of course, to provide information upon which the 
Commission may act. 

Q. So that the disposition of items that get into 
Account 107 is primarily not an accounting func- 
tion, is it? 

A. The disposition is not an accounting function? 

Q. Yes. 

A. Do you mean as to accountants disposing of 
these items ? 

Q. I mean it is not a function of the acecuntants, 
as discussed by Mr. Smith in his presentation in 
the Northwestern case—it is a matter of the ac- 
countants function to present the facts; the question 
of what should be done upon those facts 1s a matter 
for someone else to decide, is it not? 

A. Well, the decision rests with the Commission 
or the management, with respect to the duties of 
accountants with respect to recording entries, and 
that sort of thing. 

Q. And the determination of what weight shall 
be given to all the relevant facts and circumstances 
is a matter [1005] for the Commission to determine 
as a semi-judicial matter, is it not? 

A. Well, as to what consideration shall be given 
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to the testimony, surely, they are acting in that 
capacity. 

Q. And as to what facts and criteria are relevant 
in that determination, that also is for the Commis- 
sion to determine, is it not, in the first instance at 
least ? 

A. I don’t know that I quite get the import of 
your question, Mr. Laing. 

Q. What I am asking you, Mr. Van Scoyoe, is 
to attempt to delimit the functions of the accountant 
as distinguished from the problem that is before 
the Commission when it has to pass upon such 
questions as the disposition of the amounts in these 
accounts ? 

A. Well, as far as my function is concerned, 
and I think generally the function of accountants 
on the staff of the regulatory bodies is to make 
recommendations to the Commission and to acquaint 
the Commission with their views on these things. 

Q. Well, isn’t it the accountant’s function pri- 
marily to determine the cost and other data per- 
taining to the appearance in the accounts of various 
items of property and expenses? 

A. I would not say that they were limited to 
determination of costs. [1006] 

@. Well, one thing we are apparently agreed on, 
and that is it doesn’t include any determination of 
values of property, does it? I mean that is not 
an accountant’s function, is 1t? 

A. Well, they may have to express opinions on 
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values, based on various criteria which are used in , 
that determination. 

Q. Well, do you consider that an accountant, as 
such, and in his capacity as accountant, is either 
qualified or competent to express an opinion on 
value, except as might be measured by original cost 
or some other kind of cost? 

A. Well, I would not limit it to the original cost. 
I would say this to you: that I don’t think an ac- 
countant is competent to express an opinion as to 
the reproduction cost of physical property; I will 
agree with you upon that; but there are other criteria 
of value, such as capitalization of earning power on 
which accountant is well qualified to express an 
opinion. 

Q. He certainly could make a computation as 
to what so many times the net earnings would be; 
T appreciate that. A. Surely. 

@. But in so far as it has to do with the deter- 
mination of some of the elements which conceivably 
the Commission might consider to be relevant to 
a determination of what should be done with the 
balances that are ultimately placed in Accounts 100.5 
and 107, the accountant’s function does not [1007] 
comprehend the whole range of data and considera- 
tions that the Commission may take into account, 
does it? A. In determining values? 

QO. Yes. A. No, sir. [1008] 

Q. Now, in your discussion of the amount that 
you propose to classify to Account 100.5, you are 
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dealing there with items that you recognize as legiti- 
mate investments in the property, are you not? 

A. I am dealing there with items which were 
bonafide [1019] payments in arms-length transac- 
tions above original cost. 

Q. Well then, you would not disagree with my 
statement that you recognize them as amounts that 
are legitimately invested in the business? 

A. That is right, yes. 

@. And you had the same difficulty that Mr. Neill 
had in trying to tag the various aspects by par- 
ticular amounts that made up the—whatever that 
intangible or whatever those values were, did you 
not? 

A. Yes, that is a very difficult problem. You can 
draw certain general conclusions from available data ; 
but there may be some variation as between pay- 
ment f« + physical property and payment for tangi- 
bles, because in some of these cases, at least, we 
have no knowledge of what was in the minds of the 
man who was making the purchase; for some of 
them, we do. 

Q. You make the statement in that connection 
that there was no more reason to retain perma- 
nently the cost of. an intangible on the books of 
account than there is to retain the cost of tangible 
property in the accounts after it has been physically 
retired. The ‘‘it’’, of course, referring to the phys- 
ical property, I assume? A. Yes. 

Q. Doesn’t that statement presuppose that the 
value, or the intangible, if you call it that, that 
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was legitimately invested in the property, or Im) tHe 
business, becomes a minus [1020] or a disappear- 
ing item about as rapidly as the physical property. 
Now, is that a fair assumption to make? 

A. No, I don’t believe it is, Mr. Laing. You can 
buy physical property, and its life, take in the case 
of land, might be indefinite, perpetual life; and in 
other property varying all the way from one year 
to one hundred years, and when that property dis- 
appears, you know about it, that is as the physical 
structures disappear. While, with intangible, the 
life is so uncertain that it is a matter of speculation 
to start with as to what the life is, and in many 
cases, you might have a physical property with a 
long life associated with a short life intangible, or 
you may have just the reverse situation. J do not 
think there is any relationship in buying a going 
concern consisting of physical properties and in- 
tangibles between the life of the physical property 
and the life of the intangibles. 

Q. Well then, you didn’t mean to imply that 
because physical property has a measurable life, 
perhaps and, of course, should be retired on the basis 
of that, that there is any reasonably comparable 
measuring stick for determining the life of the in- 
tangible item? 

A. No, that was not the purport of my testimony 
there. 

Q. I just wanted to clear what you meant. 

A. What I wanted to illustrate was this: that 
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with respect to intangibles, the life is so uncertain, 
and if you [1021] go on pre-supposing that those 
things last forever, you are liable to wake up some 
morning and find them gone suddenly, and you 
have never made any provision for them. Now, that 
has happened time and time again in business enter- 
prises. People have thought they had a lot of good 
will, and the first thing they knew, they didn’t have 
any good will. Take the capitalization of franchise 
values with respect to street railways; twenty years 
ago, why, somebody would have paid a lot of money 
for a good street railway franchise. You probably 
could not give one away today. They had large 
intangible values at that time, and unless provision 
is made to take care of a possible loss, or maybe 
a fairly certain loss, particularly if it 1s based on 
earning power and above what might be called nor- 
mal on the physical property you are taking a big 
risk. 

Q. Well, isn’t there a big risk also involved, 
Mr. Van Scoyoe, in the assumption that the physical 
units will have a normal life range in actual opera- 
tion ? 

A. Surely, and to take care of most of that risk, 
at least, except possible loss for casualties, you are 
accruing depreciation annually to take care of that. 

Q. But your normal calculation of depreciation 
accrual does not usually allow for a very substantial 
factor of obsolescence or change of style or change 
of economic conditions, does it? [1022] 
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A. Well, it allows for obsolescence. I don’t 
know that there is—I haven’t run into any allow- 
ances for changes in economic conditions, unless 
you might be construing it as changes in art or 
something of that sort. 

Q@. What I mean by that is, if you are sitting 
down today to figure out the depreciation on a piece 
of steam generating equipment, you would prob- 
ably calculate that in the normal range that unit 
would have a life expectancy, or useful expectancy, 
of, we will say, 35 or 40 years, and you would make 
your depreciation and accrual calculation on that 
basis, would you not? A. Yes, sir. 

@. You would not take into account the possi- 
bility that some new form of deriving energy from 
the sun or some other place would put that piece 
of equipment out of business in a much shorter 
time, would you? 

A. No. I would take into consideration all the 
factors that I could visualize which entered into 
that particular situation. I don’t think I would 
take into consideration the question of the sun re- 
placing the present type of generation; although 
there have been some developments along that line. 
But I will illustrate that point a little further: In 
your depreciation accrual, which is for the Wash- 
ington Department $140,000 a year, I believe there 
is a $26,000 item in there to take care of the prob- 
able [1023] obsolescence, due to the fact that you 
are going to be able to buy power from Bonneville. 
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Q. In that particular case that was provided 
for, is that correct? 

A. Yes, to take care of those things that you 
can forecast. 

@. Yes, where you know they are coming? 

A. Yes. 

@. But can you visualize with respect to the 
legitimate items of investments that have been 
made, such as we speak of here, in Account 100.5, 
is it your point that you should proceed on the 
theory that that is all going to go, anyway some- 
times, and therefore you ought to get rid of it as 
you go along? 

A. I think that is a sound thing to do, as far 
as intangibles are concerned, to get rid of them as 
fast as you can. 

Q. But isn’t it quite obvious, with respect to— 
well, we will take a hypothetical case for a moment: 
Isn’t 1t quite obvious that whereas there might be 
a million dollars of what you might call intangibles 
in your definition included in the property accounts 
as of 1910 and 1915, that by 15 or 20 years from 
that time the value of the physical property and 
equipment, and the cost that anybody would have 
to pay if they bought it at that time as it was 
[1024] then valued, might balance, to a very large 
extent, the amount that on your theory was orig- 
inally intangible? A. Well, 

@. (Interposing) And it ceases to be as intan- 
gible an item as you thought of it orginally, doesn’t 
it? 
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A. Well, as far as the cost of the property to the 
then owners, it certainly was an intangible, regard- 
less of what somebody else might pay years later 
when the property was a going concern. Take the 
situation here, I think Mr. Neill’s testimony was 
in 1935 in the Washington Department rate case 
that going value was a million and a half dollars 
and here in this case Mr. Willard says it is three 
million today, and he also has quite a large differ- 
ence in the value of the physical property. How- 
ever, I do not see that that has any relationship 
with what you have in the Pacific Power & Light 
Company books—what the Pacific Power & Light 
Company paid for its property, or how its pur- 
chase price of a going concern should be divided up. 

Q. Well, isn’t the thing that is essential, if you 
are undertaking to suggest what is the wise man- 
agerial policy, isn’t the thing which is essential to 
the management to know that the values are being 
maintained in its properties currently, as time goes 
on; isn’t that the thing that is primarily essential? 

A. Well, as far as the Company’s accounts are 
concerned, it is important that any change in the 
value of those assets, [1025] accountingwise, on its 
books should be given recognition in the accounts. 

Q. What do you mean by the values accounting- 
wise? That is not quite clear to me. 

Mr. Slaff: Had you completed your answer? 

The Witness: Yes. 
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By Oi Lame: 

@. Go ahead. 

A. Well, I simply mean this: Take your an- 
nual accrual for depreciation. Accountingwise it is 
ealled a valuation of the assets, annually. You 
evaluate so much of that cost as against this year’s 
operations and so much against the next year’s 
operations. You don’t pay any attention to what 
some engineer might determine to be the accrued 
depreciation of the property, as measured bv ob- 
served depreciation for the year 1940 and attempt 
to record that on your books. You have to record 
on your books the depreciation of those particular 
physical assets on the basis of the cost at which 
they were required. 

Q. Well, from that standpoint, you are con- 
cerned with the mere matter of accounting records, 
regardless of values present or past, are you not? 

A. Yes, that is true. We are concerned with 
what the Pacific Power & Light Company has on 
its books. [1026] 

Q. But from the standpoint of the Company, 
the Company desiring to maintain itself in a solvent 
and healthy condition, the thing of prime import- 
ance is to be sure at any one time that its values, 
the values of all of its assets, are equal to its ha- 
bilities, including what is set up to surplus or re- 
serve or other liability items, is it not? 

A. Well, I think any business enterprise has to 
know that, or should know it. 

Q. So that it gets down, from the standpoint of 
practical business management, that their value is 
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very much more essential than what kind of figures 
may have been recorded on its books years ago as 
cost, isn’t it? 

A. Well, as far as my thinking on that subject 
is concerned, cost as recorded on the books is one 
of the best criteria of value, looking at it from the 
standpoint of an accountant. Some economist or 
engineer might have a different concept as to what 
the value might be. 

Mr. Laing: I think we understand each other 
on that. 

Q. I have just one or two more questions, Mr. 
Van [1027] Scoyoe. Getting back to this invest- 
ment that was made in Account 100.5, which 1s now 
represented by your classification in Account 100.5, 
you made a suggestion in connection with that, that 
the amount should be charged up over a period of 
time. I have lost my memorandum, but you sug- 
gested a writing of it off over a period of time by 
charges to a certain account. Do you recall what 
your testimony was in that respect ? 

A. I recommended, I believe, from 10 to 15 
years through Account 537, in equal annual install- 
ments. 

Q. In your previous discussion of the investment 
in Account 100.5 you recognized that, as I under- 
stand, as a legitimate investment in the business, 
isn’t that right? 

A. Well, it was a legitimate investment at that 
time. 

Q. In other words, it is all part of the invest- 
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ment which is devoted to public use and service, is 
it not? A part of the utility? 

A. JI find a little difficulty in answering that 
question categorically, Mr. Laing. The investments 
were made in going concerns, and whether that in- 
vestment was all dedicated to public service is some- 
what questionable in nry mind—that is, I am think- 
ing of the idea as to whether it should be a proper 
part of the rate base. I am thinking in that hght. 

Q. You recognize it as a legitimate investment 
in the business that the utility s carrying on, do you 
not? [1028] 

A. I recognize it as a legitimate investment at 
the time, 1n acquiring going concerns. 

®. And this Account 537, that is suggested be 
used for amortization charges, does not have the 
effect of requiring the utility user to pay any part 
of the coz? of the disappearance of this amount, 
does it? 

A. It does not. As I have treated it for the 
purpose of disposition, it is not included in what we 
term the operating income section of the Company’s 
income statement. 

Q. In other words, if it were treated the way 
you recommend, it would not be a part of the op- 
erating expenses? The charge would not be a part 
of the utility operating expenses, would it? 

A. That is correct. 

Q. Now, you have an account—the Commission 
has an account in its classification designated as 
Account 505, does it not? A. Yes, sim 
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Q. And that account does contemplate the possi- 
bility of this very thing that we have just been dis- 
cussing, does it not? 

A. It is an account similar to 537 in that it 
states that amortization of the acquisition adjust- 
ment can be included in there. [1029] 

Q. Would you mind reading it, just so we will 
have it in the record, at this point? A. Yes. 

(Reading) ‘‘Paragraph 5. Amortization of 
Electric Plant Acquisition Adjustment. (a) This 
account shall be debited or credited, as the case may 
be, with amounts included in operating revenue de: 
ductions for the purpose of providing for the ex- 
tinguishment of the amount in Account 100.5, Elec- 
tric Plant Acquisition Adjustments, pursuant to ap- 
proval or order of the Commission. 

(b) Amounts recorded in this account shall be 
concurrently debited or credited, as the case may 
be, to Account 252, Reserve for Amortization of 
Electric Plant Acquisition Adjustments.’’ 

I think it would probably be well to read this 
Account 537 in here. 

Q. Yes, please do so. 

A. (Reading) ‘537. Miscellaneous Amortiza= 
tion. This account shall include amortization ex- 
penses not elsewhere provided for in the System of 
Accounts, and also such amounts as the Commission 
may, by order, require to be included herein, such 
as amortization of amounts in account 100.5, Elec- 
tric Plant Acquisition Adjustments.”’ 

Q. But, at least, one difference between the two 
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accounts for this amortization of electric plant ac- 
quisition [1030] adjustments, would be that in the 
one case, the using up, or wearing out, if we may 
use that term, of the investments in Account 100.5 
is recognized as an operating expense—as a utility 
operating expense—and, therefore, paid for by the 
people who have the benefit of the service; whereas, 
in the other case, that would not be true; isn’t that 
correct ? 

A. Yes. In using Account 505 it does give such 
recognition by virtue of the fact that the annual 
amount is included as an operating revenue deduc- 
tion, and my thinking on that subject is this: that 
I do not believe in a proceeding of this kind that 
there should be sanctioned, or given approval to, 
an amount to be included in operating revenue de- 
ductions which should be charged against the rate 
payers in Oregon and Washington. In other words, 
I think that is a matter which is much more ap- 
propriately within the province of the regulatory 
bodies who are actually fixing the rates and who 
have an opportunity at that time to consider the 
subject. Furthermore, within this $2,700,000 which 
I have made a recommendation for disposition is 
a great deal of intangibles that I am positive, based 
upoh my examination of the Company’s files, are 
nothing more than good will. In other words, it is 
merely a capitalization of earning power, and I do 
not think, under any regulatory concept that I am 
familiar with, that that is considered a proper thing 
to be charged against the rate- [1031] payers. 
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Q. Well, you said a little while ago that you 
recognized it as a legitimate arms-length invest- 
ment in the business, did you not? 

A. Yes, but that doesn’t—I tried to distinguish 
that, Mr. Laing, between a legitimate arms-length 
investment, looking at it from the standpoint of 
stockholder and management, and whether or not 
that investment should be considered a rate base, 
and I don’t think that we can so consider it by any 
standards of rate making. 

@. Well now, this particular proceeding—— 

A. (Interposing) First, may I give you a little 
more on that? 

Q. Surely. Just continue. 

A. There is another reason that I feel in this 
particular case influences my thinking that this 
amount should not be a part of the rate base, be- 
cause I know two or three of these acquisitions that 
were made were for the purpose of keeping Bylles- 
by out of the field, or Foshay, or Mr. Welch, from 
taking possession of some little system, or utility, 
right in the center of what you consider your ter- 
ritory, and there is competition as between what 
you will pay and what they are willing to pay for 
the same property, and from that standpoint, I 
don’t think it would be proper to just say the rate 
base should include that excess investment over 
original cost. [1032] I think it is a matter that 
might very well apropriately be presented to a 
regulatory commission in a rate proceeding where . 
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opportunity would be had to go into all the benefits 
which might have accrued by reason of such pur- 
chase, if there were any, to the particular rate pay- 
ers affected. 

Q. Now, in this particular case, of course, we 
are not attempting to fix any rate base, are we, Mr. 


Van Scoyoc? A. No, sir. 
Q. Or attempting to regulate any rates in this 
particular proceeding? A. That istmieie 


Q. And as I understand it, the explanation of 
your suggesting that these amortization charges be 
made to Account 537, rather than to 505, it is that 
the determination of any amortization which 
should go into Account 505 should be made by either 
the Oregon or the Washington Commissions, is that 
right? 

A. Well, I think in a rate proceeding, if your 
company makes a claim, as it did in the Washington 
ease, for example, which was disallowed by the 
Washington Commission, and finally went to Court, 
that as to this excess between original cost, as they 
determined it in that proceeding, and the invest- 
ment of the American Power & Light Company, 
that that is a proper place to consider the matter. 

@. Well, as I read this classification and the 
[1033] definition of Account 505 of this classifica- 
tion, which I believe is Exhibit No. 1 in this pro- 
ceeding; is it, Mr. Slaff? 

Mr. Slaff: JI think it is in evidence in the pro- 
ceedings by reference. I am advised, at least, that 
it is in the proceedings. 
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By Mr. Laing: 

Q. The term ‘‘Commission’’ where used in that 
classification applies to the Federal Power Commis- 
sion, does it not? A. Yes. 

Q. So that 1f we should have a rate case out 
here in Oregon, for example, and the Commission- 
er, after full consideration of all the circumstances, 
were faced with a proposal that some part of this 
Aecount 100.5 investment should be amortized by 
eharges through Account 505, and he shou!d be con- 
vinced that that should be done, we still wouldn’t 
have satisfied the requirement of this reclassifica- 
tion, would we, by pursuing that arrangement? 

A. Well, I thmk the Federal Power Commis- 
sion, if a situation such as that arose, would give a 
very good deal of weight to the findings of the Ore- 
gon Commissioner, 1t seems to me, in that respect, 
or to any other state commission. 

@. As the classification and the situation stand, 
[1034] you might easily have one of these bodies 
deciding that it was proper and the other one de- 
eiding that it was improper, might you not? 

A. Based upon my 14 vears experience in this 
particular work with the regulatory agencies, both 
state and federal, I don’t visualize any such possi- 
bility. 

(). You have heard the statement that reason- 
able men disagree once in a while? 

A. Surely, I think there are differences of opin- 
ion; but whether they may be expressed in formal 
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orders and contrary one to another is something 
else. 

Q. Iam just wondering what sort of a quandary 
the Company might be in if the Federal Power 
Commission said No and the Oregon Commissioner 
said Yes to such a proposal. 

A. Well, that would be pure speculation on my 
Part. 

Q. It might be on ours too. 

A. So far, we have gotten along very well. 

Mr. Laing: That is all. 

Trial Examiner: Have you any questions, Mr. 
Foley? 

Mr. Foley: I feel further cross examination 
would only develop or emphasize our differences of 
opinion, which seems to be fairly well established. 

As regards the proposition for the disposal of 
items in 107, I feel that involves legal questions as 
to which opinion [1035] evidence of a witness is 
probably incompetent, irrelevant and immaterial, 
and I will not cross examine. 

Trial Examiner: I think, Mr. Foley, that there 
is perhaps some merit in what you say. However, 
it occurred to the Examiner that no one would be 
so naive as to believe that the proceedings would be 
disposed of ultimately without conference at least 
by the Commission with the members of the Com- 
mission’s staff; and I think it is well to place be- 
fore you at this time the thoughts of the staff of 
the Commission and afford you an opportunity to 
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explore those thoughts; and that is the reason that 
the Examiner permitted this testimony; and I think 
that while it is permitted against your will, it would 
be more helpful than harmful. 

Mr. Slaff: That, I might observe, is precisely 
why we presented this testimony by Mr. Van 
Scoyoc as to disposition, so that we could get right 
at the outset the views of the Commission’s staff 
as to how the matter should be handled, and if the 
respondent or intervener chose to explore those 
views they could do so at such length and to such 
purpose as they might deem fit. 

Trial Examiner: Do you have any redirect? 

Mr. Slaff: I have no redirect of Mr. Van 
Scoyoe. [1036] 


CHARLES W. SMITH 


ealled as a witness on behalf of the Commission, 
having been first duly sworn, was examined and 
testified as follows: . 


Direct Examination 


By Mr. Slaff: 
Q. Will you give your name to the reporter, 
Mr. Smith? A. Charles W. Smith. 


Q. What is your business? 

A. I am Chief of the Bureau of Accounts, Fi- 
nance and Rates of the Federal Power Commission. 

Q. Will you please state now your background 
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of education and experience relevant to this pro- 
ceeding ? 

A. I have a B.S. degree in finance and business 
administration and, also, hold an L.L.B. degree. I 
am a certified public accountant of North Carolina 
and of Maryland, the first having been obtained 
about eighteen years ago. I am a past president 
of the Maryland Association of Certified Public 
Accounts and a member of the American Institute 
of Accountants, the American Accounting Associa- 
tion, the American Economic Association, the 
American Bar Association, and an honorary mem- 
ber of Delta Sigma Pi, an international commerce 
fraternity, the Alpha Beta Psi, a national account- 
ing fraternity. I am also a member of the Com- 
mittee on Statistics [1037] and Accounts and of the 
Committee on Depreciation of the National Asso- 
ciation of Railroad and Utilities Commissioners. I 
have been admitted to the bars of the Court of Ap- 
peals of Maryland and the Supreme Court of the 
United States. 

@. How long, by the way, have vou been a mem- 
ber of the two committees of the National Associa- 
tion of Railroad and Utilities Commissioners ? 

A. I was a member of the Committee on Statis- 
tics back in 1933 or 1934, I believe. In 1935 I re- 
signed my membership because I was associated 
with the Federal Power Commission, and the Chief 
Accountant of the Commission was also a member 
of that committee, and I didn’t think two of us 
should represent the same agency. I again became 
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a member of the committee in about 1937 or 1938. 
I have been a member of the depreciation commit- 
tee for three years. 

Q. Will you continue, please ? 

A. For nine years I was an auditor in the In- 
come Tax Unit of the U. 8. Treasury Department 
and, in this capacity, I audited the income tax re- 
turns and books and records of practically every 
type of business corporation, including public util- 
ities. On June 1, 1929, as the result of obtaining 
the highest mark in a competitive examination, I 
became the Chief Auditor of the Public Service 
Commission of Maryland, remaining in that posi- 
tion for seven years. I joined the staff of the Fed- 
eral Power Commission on July 1, [1038] 1936, in 
substantially my present capacity. 

Q. The title was something else at the time you 
joined, but the duties were substantially the same? 

A. The duties were substantially the same. 
Since I joined the staff of the Commission more 
work has been transferred to me from other div- 
isions, as a matter of fact, but my duties are sub- 
stantially the same as when I first went there. 

Q. Proceed, please. 

A. For ten years I taught accounting in eve- 
ning schools in Baltimore, including eight years at 
Johns Hopkins University when I gave the course 
in accounting systems and for two years the course 
in cost accounting. These courses were for day 
and evening students both. 

While with the Maryland Commission, I did a 
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good deal of work as consultant in accounting, 
taxation and finance in my spare time. On one oc- 
easion, I obtained leave of absence to do some work 
of a consulting nature for the Tennessee Valley 
Authority; and on two other occasions I was 
granted leave to act as consulting accountant to 
the Federal Power Commission. 

Q. What was the nature of your consulting work 
for the T. V. A.? 

A. It was for the purpose of reviewing the ac- 
counting system of T. V. A. and reviewing a pro- 
posed new system which [1039] T. V. A. proposed 
to install. 

Q. And what consulting have you done while 
with the Maryland Commission and with the Fed- 
eral Power Commission ? 

A. On two occasions, I was retained by the Fed- 
eral Power Commission as a consultant. I super- 
vised the drafting of a uniform system of accounts, 
which the commission later prescribed for puble 
utilities, the system which is involved in these pro- 
ceedings. I have also obtained one leave of absence 
from the Federal Power Commission to act as con- 
sultant to the Civil Service Commission of New 
York in connection with the grading of senior pub- 
lic service commission accountants and rate case 
experts. 

I have written several articles on accounting and 
economic subjects, including a text on accounting 
systems for my classes at Johns Hopkins. I under- 
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stand that the letter text is still being used. I have 
delivered a great many lectures, more than fifty, 
on accounting, financial and economic subjects, 1n- 
eluding two radio addresses. 

While in the employ of the Public Service Com- 
mission of Maryland, I had charge of all aecount- 
ing, auditing and financial matters which were un- 
der the jurisdiction of that body. This included 
the making of the usual accounting investigations 
for all regulatory purposes, all studies relating to 
the issuance of securities, financial structures, rate 
of return, and so forth. [1040] 

In my present position, I have charge of four 
divisions of the Federal Power Commission, 
namely, the Division of Accounts, Division of F1- 
nance and Statistics, Division of Rates and the 
Division of Original Cost. I organized the Division 
of Original Cost for the Commission and have par- 
ticipated most actively in supervising the work of 
that division. For instance, Mr. Van Scoyoc, Chief 
of that Division, and I determined jointly when the 
reclassification study of the Pacific Power & Light 
Company should be investigated and we determined 
jointly the men who should be in charge of the 
field work. I have kept in close touch with the 
work since it started. 

Q. And in connection with your duties for the 
Federal Power Commission, do you have duties in 
connection with interpreting the system of accounts 
regularly ? 
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A. Yes, I issue interpretations of the system of 
accounts over my own signature. 

Q. Those go to your staff people and others on 
the staff of the Commission ? 

A. They go to the staff of the Commission, and 
they go to the utilities as well. 

Q. Mr. Smith, you have approved the staff re- 
port identified as Exhibit No. 16 in this case, have 
you not? A. I have. 

Q. There is now proposed by the staff to be in- 
eluded [1041] in Account 107 the amount of $4,122,- 
173.16. Do you agree with this classification ? 

A. Ido. 

Q. Why? 

A. Because the amount represents the profits 
to an affiliated seller, and affiliated company profits 
in the plant accounts are properly classifiable in 
Account 107 until disposed of as approved or di- 
rected by the Commission. 

Q. Why do you believe affiliated company profits 
in the plant accounts should be classified in Ac- 
count 107? 

A. The text of Account 107 reads as follows: 

“This account shall include the difference be- 
tween the original cost, estimated if not known, and 
the book cost of electric plant, at the effective date 
of this system of accounts, to the extent that such 
difference is not properly includible in Account 
100.5, Electric Plant Acquisition Adjustments. 
Write-ups of electric plant prior to the effective 
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date of this system of accounts shall be recorded 
herein.”’ 

In my opinion, the amount mentioned represents 
a writeup; hence is includible in Account 107. 

Q. On what do you base your statement that the 
amount is a write-up? 

A. There are many ways of accomplishing write- 
ups. One of the favored ways practiced by public 
utilities has [1042] been through sales from one af- 
filiated company to another. When transactions are 
between affiliates, the buyer and the seller, for all 
practical purposes, are the same. In a real sense 
the money is taken from one pocket and put in an- 
other. Accountants, for as long as I can remember, 
have eliminated such profits in the preparation of 
consolidated financial statements. The Federal 
Trade Commission, in its investigation covering 
public utility companies, referred to such items as 
write-ups and as inflation. Ever since I have known 
anything about regulatory accounting, items of the 
nature I am discussing have been considered write- 
ups. J have always considered them to be such 
and I have always eliminated them from the plant 
accounts. In other words, the amount of $4,122,- 
173.16 is not a cost to the accounting utility in the 
proper sense of that term. Instead, it is an infla- 
tionary item. 

Q. You say the amount is not a cost in the proper 
sense of that term. I take it, then, that it is not 
a cost as used in the text of Account 100.5, wherein 
it is stated generally that the amounts included in 
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that account represent the difference between cost 
to the accounting utility and original cost? 

A. That is correct. The term ‘‘cost’’ as applied 
to the accounting utility does not, in my opinion, 
include payments for profits to affiliated sellers. 

[1043] 

Q. Is the term ‘‘cost”’ defined in the Commis- 
sion’s Uniform System of Accounts, and if so, what 
is that definition ? 

A. ‘Cost’? means the amount of money actually 
paid for property cr services or the cash value at 
the time of the transaction of any consideration 
other than money. 

Q. What makes you think the definition of 
‘cost’? does not include payments for profits to 
affiliated sellers? 

A. The term ‘‘cost’”’ in a sense is a word of ‘‘art”’, 
as the lawyers say. It necessarily means legitimate 
cost. This is the accounting meaning, I am sure. 
If a cost is not found to be proper, accountants will 
not recognize it, even if a payment were actually 
made. In addition, our System of Accounts pro- 
vides (General Instruction 2F') that all charges to 
the plant accounts shall be just and reasonable. So- 
called costs which represent payments of affiliated 
company profits are not just and reasonable, and 
certainly thev could not be just and reasonable, when 
a public utility is the purchaser. As I have indi- 
cated before, I have never recognized such payments 
as proper cost under any system of accounts, and I 
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know of no public service commission accountant 
who has recognized them as such. 

The Federal Power Commission has been dealing 
with the word ‘‘cost’’ for a great many years. Under 
the Federal Power Act the Commission has been 
determining the actual legitimate original cost of 
licensed projects since 1920, [1044] according to the 
1914 classification of accounts issued by the Inter- 
state Commerce Commission. As a matter of fact, 
the Federal Power Act requires that the latter sys- 
tem be published along with any system promulgated 
by the Commission for licensees. The Federal Pow- - 
er Commission has never determined that the word 
“‘cost’’ included affiliated company profits. On the 
contrary, it has steadfastly maintained that affiliated 
company profits were not includible in the cost of 
licensed projects. In one case involving the Alabama 
Power Company, the Commission disallowed affil- 
lated company profits and was sustained by the 
Court of Appeals for the District of Columbia, The 
Commission’s decision was made in 1932. I think 
the staff report was made in about 1930, a good 
many years before I joined the staff of the Federal 
Power Commission. The action of the Federal 
Power Commission, as I have indicated, has been 
consistent, and has been in accordance with recog- 
nized accounting principles. 

Mr. Laing: May I interrupt a moment, Mr. 
Smith? I was just interested to know for the sake 
of the record whether the case Mr. Smith is referring 
to is this case, (indicating volume of Federal Law 
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Reports). If that is the case, perhaps you can cite 
it in the record. 

The Witness: Yes, that is the case. 

Mtv. Laing: Would you kindly give the citation? 

The Witness: That is the case of Alabama Pow- 
cr Company [1045] vs. MeNinch, 94 Federal 2d, 601. 

Mr. Laing: Thank vou very much. 

A. (Resuming) I might add that one of the 
chief reasons for prescribing the new system of 
accounts adopted by the Commission in 1936 was 
to correct the conditions disclosed by the Federal 
Trade Commission in its investigations of public 
utilities. It will be recalled that the Federal Trade 
Commission exposed large write-ups in public utility 
plant accounts. The reports of that Commission 
were chiefly responsible, I believe, for the Public 
Utihty Act of 1935, which act, among other things, 
gave the Federal Power Commission jurisdiction, 
generally speaking, over electric utilities engaged 
in interstate commerce. To have given the word 
‘‘cost’’ any different meaning in the System of 
Accounts than that aseribed to it i my present 
testimony would be to defeat one of the chief pur- 
poses of the System of Accounts. Thus, I believe 
it abundantly clear that where an operating utility 
pays more than the cost of operating units or sys- 
tems to an affiliated seller, the amount paid as 
profit to the seller clearly belongs in Account 107 
in the operating utility’s books of account. 

Q. Mr. Smith, what is the nature of the 
amounts includible in Account 100.5? 
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A. As the text of that account provides the 
difference between cost to the accounting utility 
and the original [1046] cost relating to the acquist- 
tion of operating units or systems are includible in 
that account. Our experience indicates that nor- 
mally the amounts are debit items, and I shall have 
debit items in mind in speaking hereafter of 
amounts in that account. These debit amounts rep- 
resent the cost of tangible or intangible property, 
and in some cases a single purchase may involve 
amounts classifiable in part to each item. 

Q. What in your opinion is the maximum amount 
of any purchase price which might be assigned to 
tangible property ? 

A. The very maximum or ceiling is represented 
by the cost of reproduction less depreciation. I 
would like to indicate clearly, as Mr. Van Scoyoe 
has also pointed out, that the cost of reproduction 
less depreciation is not a full and complete deter- 
minative of the part of the purchase price assign- 
able to tangible property, but rather it represents 
the maximum so assignable. Any cost in excess of 
the amount which would be required to purchase 
the same or similar articles as mere physical articles 
and not as a going concern, represents the cost of 
intangibles. The estimated reproduction cost less 
depreciation, however, might be greatly in excess of 
the cost of the tangible property. In other words, 
reproduction cost less depreciation is not a sole 
guide but is useful in determining the maximum 
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part of a purchase price which in given cases can 
be assigned to [1047] tangible properties. 

Generally speaking, it is my experience that the 
excess of cost to an accounting company over origi- 
nal cost represents the cost of an intangible. This 
is so because by their very nature physical proper- 
ties are subject to depreciation. Depreciation is the 
inexorable law as to them. As stated by one author, 
all machinery and equipment are on an irresistible 
march to the junk heap. I have had much experi- 
ence in observing the sales of physical properties, 
and this experience demonstrates conclusively to me 
that only in extremely rare cases do we find such 
property selling at more than original cost when 
they are not attached to going businesses. Hence 
depreciation rather than appreciation is the force 
which is constantly operating on physical proper- 
ties. 

Q. Assuming that the amounts classifiable in 
Account 100.5 in this ease represent the costs of 
intangibles, how should the amounts be disposed of 
in your opinion ? 

A. The amounts which the staff recommends be 
included in Account 100.5 represent acquisitions 
made in 1910 and 1930, although the latter acquisi- 
tions go several years back of 1930 when the prop- 
erties involved were purchased by an affiliated seller. 
Hence these intangibles have been on the books a 
long time. I agree that we speculate when we try 
to determine the exact nature of the intangibles. 
Generally, the intangibles, consisting of good will, 
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going value, [1048] franchise value, monopoly 
value, nuisance value, et cetera, which are all 
rooted in prospective earning power, merge and 
blend into one when it comes to public utilities. 
Such values are most unstable. They have no per- 
manent place in the accounts of a public utility. 
We should not assume that the prospective earn- 
ings will always be higher than the earnings on 
proper plant costs, exclusive of intangibles. In 
my opinion all amounts in the plant accounts 
should be charged off some time. The cost of 
physical items should be removed when the proper- 
ties with which they are associated are retired. In- 
tangibles are evasive and disappear without being 
seen. We only perceive the result of their dis- 
appearance. Thus rapid charge-offs of intangibles 
are required, I believe, by good accounting, good 
management and good regulation. Customers pay 
high rates; high rates result in high returns; high 
returns result in the purchase price being high for 
intangibles, and then it is sometimes said these in- 
tangibles, because they have been paid for by the 
acquiring company, go on forever. We are reason- 
ing in a vicious circle when we reason in this 
manner. I think the only fair thing, the only 
proper thing, from the viewpoint of accounting, is 
to charge such amounts off quickly. It is the 
public policy in a good many states that no amounts 
should be kept alive as franchise costs in excess of 
the amounts paid to the governmental agency. We 
should not permit amounts which [1049] represent 
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franchise costs to be buried in some other accounts 
in opposition to this public policy. As I have in- 
dicated, public utility intangibles sort of merge or 
blend together, prospective earnings being the im- 
portant thing; these are often geared to franchise 
rights. 

The quicker the amounts representing the cost of 
intangibles are charged off, the quicker the mn- 
provement will be realized in the financial structure 
of the company. The sounder the corporation 1s 
financially, the easier it is for commissions to do 
their regulatory job, the better it is for the cus- 
tomers, and the better it is for investors. ‘The 
smaller the amount a pubhe utility corporation has 
in its balance sheet for such intangibles as I have 
mentioned, the sounder that corporation is—all 
other things being equal. 

The amounts I am discussing have been in the 
accounts of the Pacific Company for a very long 
time. The conditions under which the properties 
were bought will not go on forever. Changes are 
constantly taking place. New forces, new inven- 
tions, new economic conditions prevail. J think, 
therefore, that these amounts which have already 
rested in the accounts a very long time ought to 
be disposed of quickly. It is my opinion that they 
should be disposed of over a period not in excess of 
10 or 15 years at the most. 

In the public utility field earnings are based 
upon [1050-51] plant. There is great possibility that 
these intangibles which, as I have indicated, have 
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been carried on the books for a long time, and 
which relate pretty largely to conditions in the 
past, may have no value whatsoever for the pur- 
poses of rate making or for security purposes. If 
that be true, then these amounts represent un- 
realizable costs. In other words, in the public 
utility accounting field we ought to be particularly 
eautious and not carry in the plant accounts items 
concerning which there may be grave question as 
to validity. 

Q. To what account should the amortization of 
amounts representing the cost of intangibles, in- 
eluded in account 100.5, be charged if the Com- 
mission should approve an amortization plan such 
as you have suggested ? 

A. The amounts I believe should be amortized 
by charges to Account 537, Miscellaneous Amorti- 
zation. I believe the best accounting practice is to 
charge off the cost of intangibles to the final section 
of the income statement, and Account 537 seems 
most appropriate in this connection. 

Q. Mr. Smith, you have already testified as to 
one amount which you state should be included in 
Account 107, namely, the amount of $4,122,173.16. 
The text of Account 107 provides that the amount 
therein shall be disposed of as the Commission may 
approve or direct. The company has submitted no 
plan for disposing of that amount. What [1052] 
disposition do you recommend ? 

Mr. Laing: Mr. Examiner, I wish at this time 
to make the same objection made before to similar 
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questions and testimony offered in connection with 
Mr. Van Scoyoce. 

Trial Examiner: Very well. The objection is 
overruled. 

A. (Continuing) As far as accounting princi- 
ples are concerned, I believe the amount should be 
written off either to Earned Surplus or to Capital 
Surplus immediately. The item has no place in the 
accounts of the Company. I have indicated as 
clearly as I can an operating public utility should 
not reflect in its plant accounts profits paid to 
an affiliated company. If the amount does not 
represent a proper cost of plant, it does not repre- 
sent the cost of any asset. As a matter of policy, 
and not as a matter of accounting, the Commission 
may depart from the best accounting practice by 
considering special circumstances. The Commission 
may conclude that as a matter of policy it should 
give special consideration to the position of the 
preferred stockholders. An immediate charge-off 
against Harned Surplus might have the effect of 
preventing payments of dividends on preferred 
stock for some time in the future. ‘To prevent this 
condition from coming about, the Commission may 
resort to what is sometimes termed ‘‘regulatory 
expediency’’ and require rapid amortization of the 
amount instead of an immediate charge-off. [1053] 
If the Commission should decide not to order an 
immediate charge-off, [ am sure it will take appro- 
priate steps, and I would recommend appropriate 
steps be taken to prevent the payment of common 
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stock dividends until the amount has been dis- 
posed of. 


By Mr. Slaft: 

Q. Is your opinion based solely upon the pro- 
visions of the Commission’s Uniform System of 
Accounts ? 

A. No. My answer would hold under any sys- 
tem of accounts. The amounts should never have 
been lodged in the plant accounts, in my opinion. 
Our System of Accounts requires the classification 
of the amounts in Account 107. In recommending 
an immediate charge-off I am not doing so because 
of any pecular provisions or characteristics of the 
Commission’s accounting system, but rather under 
general principles of accounting, particularly regu- 
latory accounting. 

Q. Do you think the fact that these transactions 
were entered into many years ago justifies retention 
of them in the accounts of the Company ? 

A. No. The Company has been a public utility 
since its inception. All of its transactions must 
have been entered into with the full recognition 
that it was subject to whatever direction future 
regulation might take. The lapse of time cannot 
give any greater validity to the transactions than 
they enjoyed when they were entered into. I [1054] 
have already indicated that in my opinion the 
amounts in question should never have been re- 
corded in the books of account of the Company. 
It follows that I do not believe the fact that these 
items were recorded years ago and that a long time 
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has since elapsed is any argument for their re- 
tention. 

Q. Just one more question. In his testimony, 
Mr. Van Seoyoe discussed certain other specific 
adjustments which you have not covered specifically 
in your testimony. I should like to mquire of you 
whether you agree with Mr. Van Scoyoe’s testi- 


mony and his recommendation. 
A. Ido. [1055] 


CHARLES W. SMITH 


called as a witness on behalf of the Commission, 
having been previously sworn, resumed the stand 
and testified further as follows: 


Cross Examination 
By Mr. Laing: 

Q. I have just a few questions I want to ask 
you, Mr. Smith, and it is, primarily, for the pur- 
pose of getting the record clear on one particular 
point. You spoke, in your testimony, Mr. Smith, 
about the fact that the Federal Power Commission 
had been dealing with the word ‘‘eost’’ for a good 
many years; under the Federal Power Act, the 
Commission had been dealing with ‘‘actual legiti- 
mate original cost’’, licensed projects since 1920, in 
accordance with the definitions of that act, or re- 
quirements of that act. That is the act that was 
originally referred to as the Federal Water Power 
Act, and was amended in 1935 to become the Fed- 
eral Power Act, was it not? 
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A. Yes; that is correct. 

Q. And that act, as it stood, prior to 1939, re- 
lated exclusively to licensing of projects to be built 
on either [1056] navigable streams or lands that 
were under the control of the Federal Government, 
did it not? A. Yes, sir. 

@. And the general scheme of that act with re- 
spect to licenses was to provide, was it not, for 
license agreements between the Federal Govern- 
ment and the licensee, setting out the terms and 
conditions under which the licensee would be per- 
mitted to occupy either the bed of a navigable 
stream or occupy Federal land? 

A. I think that is correct. 

Q. And that license was in the nature of a con- 
tract, then, was it not, between the licensee and the 
Government ? 

A. Idon’t know whether it was a legal contract, 
but it certainly was an agreement in that, before 
the license could become effective, it had to be ac- 
cepted by the licensee. 

@. And one of the stipulations or conditions, 
provided by the act with respect to such license, 
was in the following language, which I shall read 
and see if you agree with it. IJ will quote from 
Section 6 of the Act. 

‘‘Which such license shall be conditioned upon 
acceptance by the licensee of all the terms and con- 
ditions of this act, and such further conditions, if 
any, as the Commission shall prescribe in conform- 
ity with this act, which said terms and conditions 
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and the acceptance thereof shall be expressed in 
such license.’? That is the end of the quote. That 
was a [1057] part of the scheme of things under 
which these licenses were issued, was it not? 

A. Yes, sir. 

Q. And the act also provided for a right of 
recapture by the Government of the project, at the 
end of the license period, on paying the net invest- 
ment to licensee? A. That is correct. 

Q. And the net investment was defined in the 
act as,—the effect of it was, actual legitimate cost, 
less removals and depreciation, and things of that 
kind? 

A. Yes, less the depreciation reserve and sur- 
plus earnings, and a few items of that nature. The 
statement was just made that the projects were 
recapturable on the payment of the net investment. 
I don’t know whether the provisions dealing with,— 
that is, less than the net investment, with a qualifi- 
cation I would like to make, and with the exception 
of that qualification, the general statement is 
correct. 

Q. But there is a limitation that it could not be 
more than the net investment? 

A. There was a limitation that it could not be 
more than the net investment. 

Q. And if it was worth less, they did not have 
to pay the higher sum? A. That is correct. 

Q. The actual legitimate original cost was a 
word [1058] of art in this act, also, was it not? 
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A. I think that referred to the ICC system, 
Mr. Laing. 

Q. The term ‘‘cost’’? there was refined as in- 
eluding, insofar as applicable, the elements pre- 
scribed in the Interstate Commerce Commission’s 
classification, isn’t that correct? 

A. Yes, sit. 

Q. But the phrase, ‘‘actual legitimate original 
eost,’? was the keystone of the whole matter so far 
as it applied to the recapture and other provisions, 
was it not? ; 

A. The actual legitimate original cost is the 
language of the act itself, but the act said the cost 
shall be determined according to the elements men- 
tioned in the ICC system. The words ‘‘actual legi- 
timate original cost’? did not appear in the ICC 
system. The word which does appear is the word 
‘‘cost’’. At least, as far as I see it, they were in its 
classification. 

Q. And the act further qualifies ‘‘cost’’ by its 
being the actual legitimate original cost, does it 
not? 

A. That is the language of the act; yes, sir. 

Q. In other words, the term ‘‘original’’ is an 
additional qualification of the word “‘cost’’, as de- 
fined in the Interstate Commerce Commission’s 
classification, 1s it not? 

A. The word ‘‘original’’ appears in the act, but 
it does not appear in the ICC classification. 

Q. In other words, the act added that additional 


540 Pacific Power & Light Co. et al. 


(Testimony of Charles W. Smith.) 
[1059] qualification of the kind of cost that had 
to be used, did it not? 

A. I think it meant what was contemplated by 
the ICC system; otherwise, there would have been 
no need to refer to the ICC system, it seems to me. 

@. Well, it referred to the ICC system, did it 
not, for the purpose of defining ‘‘cost’’; isn’t that 
what the act did? A. I think so. 

Q. And again, referring to the definition of ‘‘net 
investment’’ in Section 3 of the Federal Water 
Power Act, June 10, 1920, the term ‘‘cost”’ “‘shali 
include, as far as applicable, the things prescribed 
in the Commission’s classification,’’ isn’t that right? 

A. Yes, I think you are right. The staff, cer- 
tainly, however, has not determined, or it has not 
been operating under the viewpoint that the word 
‘foriginal’’ modified or restricts the word “‘cost’’, 
as contained in the ICC system. 

Q. I see. Well, at all events, the point that I 
really wanted to clarify was that so far as the ap- 
plication of the expression ‘‘original cost’? by the 
Federal Power Commission, prior to 1935, it was 
confined to dealings with licensees who had ¢on- 
tracts with the Governments, was it not? 

A. That is correct. [1060] 

@. And, insofar as legislative compulsion, if we 
eould eall it that, applied the term ‘‘original cost”’ 
to the operations of utilities other than licensees, 
that came about for the first time after the juris- 
diction of the Commission was extended to the in- 
terstate electric utilities in 1935, and the Commis- 
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sion adopted its Uniform System of Accounting; 
isn’t that true? 

A. Yes, that is true. By the first time, do you 
mean the first time under the jurisdiction of the 
Federal Power Commission ? 

Q. That is right. I mean there was no state 
or Federal law—rather, there was no Federal law 
or administrative regulation prior to 1935 which 
made ‘‘original cost’’ the controlling factor in the 
classification of accounts of interstate electric util- 
ities, was there? A. That is correct. [1061] 


JOHN J. O’NEIL 


recalled as a witness on behalf of the Commission, 
having been previously sworn, resumed the stand 
and testified further as follows: 


Further Redirect Examination 
By My. Slaff: 

Q. Mr. O’Neil, I would like to call your atten- 
tention to a question and answer at page 961 and 
page 962 of the transcript, the following question 
and answer on your cross examination occurred: 

‘Question: So the whole thing boils down in 
your mind to the fact that the American in 1910 
was momentarily the owner of all the securities 
which the Pacific issued and exchanged for the 
properties which American turned over to Pacific 
at that time; isn’t that true?”’ 

‘Answer: That is essentially correct, yes.”’ 

Now, I want to inquire of you as to this: Assume 
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that American had never owned the bonds and pre- 
ferred stock of Pacific; that those had been dis- 
posed of by Pacifie direct to the public, would that 
have affected your determination that the transac- 
tion involved a write-up to the same extent that you 
have already testified it involved such a right? 

A. No. My answer would not have changed. It so 
happened that, in stating the question, Mr. Laing 
outlined [1062] all the circumstances that were pe- 
euliar to the 1910 transaction; but it is nét the ac- 
cumulation of all those that makes for the declara- 
tion of the amount as a write-up. The transfer of 
the properties could have been effected through a 
loan account, and Pacific subsequently sell its own 
bonds and its own preferred stock and pay off the 
loan, it is the controlling element there that re- 
solves itself down to a write-up. 

@. In other words, is it true that there are sev- 
eral forms, or mechanical processes through which 
the deal could have been carried out and still ar- 
rive at the same kind of a write-up, which, in your 
juodgment, did occur? 

A. That is correct. 

Q. Just one other thing: Assume that at some 
time subsequent to this transaction, American had 
sold off the common stock in Pacific, and all other 
factors remain the same to date, would you still con- 
sider that a write-up had occurred at the time of 
the transaction? 

A. Oh, yes. A write-up had occurred, even in 
spite of the fact that American might have subse- 
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(Testimony of John J. O’Neil.) | 
quently sold off the common stock, which write-up 
is still on the books today. 

Mr. Slaff: That is all I have. 

Mr. Laing: No question. [1063] 


In the United States Cireuit Court of Appeals 
for the Ninth Cirewit 


No. 10,386 


PACIFIC POWER & LIGHT COMPANY, and 
AMERICAN POWER & LIGHT COMPANY, 
Petitioners, 
VS. 


FEDERAL POWER COMMISSION, 
Respondent. 


CERTIFICATE OF SECRETARY OF FED- 
ERAL POWER COMMISSION TO TRAN- 
SCRIPT OF RECORD 


I, Leon M. Fuquay, Secretary of the Federal 
Power Commission and official custodian of the 
records of said Commission, do hereby certify that 
the attached are true copies of: 

(1) Transcripts of hearing held May 20, 21, 22, 

23 and 24, 1940 
(2) Transcripts of hearing held September 29 
and 30, 1941, October 1, 2, 3, 4, 6, 7 and 8, 
1941 
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(3) Exhibits introduced in evidence at the hear- 
ings held on May 20, 21, 22, 23 and 24, 1940, 
as follows: 


Exhibit 
No. Description 
1 Federal Power Commission Order No. 


42, dated June 16, 1936, entitled ‘‘ Pre- 
scribing a System of Accounts for Pub- 
he Utilities and Licensees under the 
Federal Power <Act,’’ which order in- 
corporates the system of accounts therein 
prescribed. 

Federal Power Commission Order No. 
43 dated December 31, 1936, entitled 
‘‘Amending the Uniform System of Ac- 
counts Prescribed for Public Utilities 
and Licensees by Order No. 42, and 
Adopting and Adding thereto Appendix 
III applicable to Class C and Class D 
Public Utilities and Licensees.’’ 
Federal Power Commission Order No. 
45, adopted January 13, 1937, entitled 
‘*Prescribing a List of Units of Prop- 
erty for Use in Connection with Uni- 
form System of Accounts.”’ 

Answer of Pacific Power & Light Com- 
pany to the Commission’s order to show 
cause of April 16, 1940, filed with the 
Commission on May 18, 1940. 

Federal Power Commission’s order of 
May 11, 1937. 
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Exhibit 
No. Description 
6 Map entitled ‘‘Territory Served by Pa- 


10 


11 


cific Power & Light Company’ dated 
December, 1936. 

Pacific Power & Light Company’s peti- 
tion, dated December 20, 1939, for an 
extension of time to July 1, 1940. 


Note: Exhibits 1, 2, 3, 4, 5 and 7 were 
admitted in evidence by reference. 
‘‘Communications between Federal Pow- 
er Commission and Pacific Power & 
Light Company relative to Compliance 
with Electric Plant Instruction 2-D and 
with the Commission’s order adopted 
May 11, 1937 (except Order to Show 

Cause dated April 16, 1940)’’. 
‘“Memorandum Concerning Present 
Status of Plant Classification Work of 
Pacific Power & Light Company Re- 
quired by the New System of Accounts 
of Federal Power Commission and Pub- 
lic Utilities Commissioner of Oregon”’; 
dated June 15, 1939. 

Telegram dated November 22, 1938, 
from A. J. Stutzman to H. H. Seaff, 
Ebasco Services, Inc., 2 Rector Street, 
New York. 

8 sheets entitled ‘Statistical Informa- 
tion Relative to Electric Plant’? ap- 
plicable to ‘‘Production Plant’? and 
‘Transmission Plant’’ of Pacific Power 
& Light Company. 
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Exhibit 


No. 


12 


13 


Description 
A series of seven letters: Four from 
Will T. Neill to the Public Utilities 
Commissioner, Salem, Oregon, dated Au- 
gust 29, 1938, August 22, 1938, August 
19, 1938, and August 12, 1938, respec- 
tively; and three from the Public Util- 
ties Commissioner of Oregon to Pacific 
Power & Light Company, dated August 
27, 1938, August 10, 1938, and July 28, 
1938, respectively. 
Letter from Ormand R. Bean, Publie 
Utilities Commissioner of Oregon to Pa- 
cific Power & Light Company, dated De- 
cember 11, 1939. 


(4) Exhibits introduced in evidence at the hear- 
ings held on September 29 and 30, 1941 and 
October 1, 2, 3, 4, 6, 7, and 8, 1941, as fol- 


lows: 
Exhibit 
No. Description 
14 Letter dated July 1, 1940 from Will T. 


15 


Neill, Vice President of Pacific Power 
& Light Company to Federal Power 
Commission. 

‘Pacific Power & Light Company, Re- 
classification of Electric Plant, State- 
ments A to I Inclusive.”’ 
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Exhibit 


No. 


Description 


15-A Four maps showing territory served 


16 


ay, 


18 


19 


20 


by Pacific Power & Light Company at 
December, 1910, March, 1915, November, 
1924 and December, 1936 together with 
a statement of Will T. Neill, Vice Presi- 
dent of Pacific Power & Light Company, 
with respect to said maps. 
“Report on the Reclassification and 
Original Cost Studies of Electric Plant, 
as at January 1, 1937” of Pacific Power 
& Light Company by the staffs of the 
Federal Power Commission and the Pub- 
lic Utilities Commissioner of Oregon. 
Volume, dated September 26, 1941, con- 
taining Pacific Power & Light Com- 
pany’s revised Reclassification of Hlec- 
tte Plant Statements “B77, “1H”, EF’, 
Ca, edie: Ie” 

Letter dated September 27, 1941 from 
Will T. Neill, Vice President of Pacific 
Power & Light Company to Federal 
Power Commission transmitting copy of 
Exhibit 17. 

Corporate Development Diagram of Pa- 
cific Power & Light Company. 

Minutes of Special Meeting of Board of 
Directors of Pacific Power & Light Com- 
pany held on July 23, 1910. 
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Exhibit 
INO Description 
21 Minutes of Special Meeting of Board of 


22 


23 


24 


29 


26 


27 


28 


8) 


30 


3 


Directors of Pacific Power & Light Com- 
pany held on July 29, 1930. 

Letter dated July 23, 1910 from 8. Z. 
Mitchell to Guy W. Talbot. 

Western Union Night Letter dated De- 
eember 16, 1911 from F. G. Sykes to 
Guy W. Talbot. 

Minutes of Special Meeting of the Board 
of Directors of Pacific Power & Light 
Company held on December 22, 1911. 
Telegram dated December 17, 1913 from 
FE. G. Sykes to Guy W. Talbot. 
Minutes of Special Meeting of Board 
of Directors of Pacific Power & Light 
Company held on December 30, 1913. 
Letter dated June 4, 1924 from C. E. 
Groesbeck to Guy W. Talbot. 

Letter dated July 10, 1926 from Frank 
Silliman, Jr. to Guy W. Talbot. 
Western Union Telegram dated Decem- 
ber 21, 1927 from Frank Silliman, Jr. to 
Guy W. Talbot. 

Western Union Telegram dated April 
11, 1929 from Guy W. Talbot to Frank 
Silliman, Jr. 

Western Union Telegram dated April 
13, 1929 from Frank Silliman, Jr. to 
Guy W. Talbot. 
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Exhibit 
No. Description 
32 Telegram dated June 16, 1910 from 


oo 


o4 


30 


36 


Simpson, Thacher and Bartlett to Neil 
A. Weathers. 

Statement of Original Cost of Proper- 
ties of Inland Power & Light Company 
as at March 31, 1937, which statement 
was introduced in evidence as Exhibit 8 
in Federal Power Commission proceed- 
ing Docket No. IT-5469. 

Minutes of a meeting of the Executive 
Committee of American Power & Light 
Company which was held on June 13, 
1910. 

‘Statement of Cost to American Power 
& Light Company of common stock of 
Pacific Power & Light Company, as com- 
puted from statements prepared ky D. 
W. Jack, Treasurer of American, fur- 
nished to staff of Federal Power Com- 
mission.”’ ’ 

Letter dated September 10, 1940 from 
Will T. Neill, Vice President of Pacific 
Power & Light Company to John J. 
O’Neil transmitting ‘‘Statement of 
American Power & Light Company’s In- 
vestment in the Companies and frop- 
erties transferred to Pacific Power & 
Light Company at the formation of the 
latter company in 1910” together with 
said statement. 
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Exhibit 

No. Description 

37 Letter dated December 27, 1940 from 
Will T. Neill, Vice President of Pacific 
Power & Light Company to James H. 
Flynn; letter dated December 23, 1940 
from D. W. Jack, Secretary and Treas- 
urer of American Power & Light Com- 
pany to Will T. Neill; and ‘‘Statement 
of American Power & Light Company’s 
Investment in the Companies and Prop- 
erties transferred to Pacific Power & 
Light Company at the Formation of the 
latter Company in 1910.”’ 

38 Letter dated May 9, 1941 from Will T. 
Neill to James H. Flynn; letter dated 
April 29, 1941 from D. W. Jack to Will 
T. Neill; and statements with respect to 
American Power & Light Company’s 
purchase of Condon Electric Company 
and Heppner Light & Water Company. 

39 Letter dated May 9, 1941 from Will T. 
Neill to James H. Flynn; letter dated 
April 29, 1941 from D. W. Jack to Will 
T. Neill; ‘‘Statement of American 
Power & Light Company’s Investment 
in Companies and Properties trans- 
ferred to Pacific Power & Light Com- 
pany in 1911;”’ and ‘“‘Statement of 
American Power & Light Company’s In- 
vestment in the Hydro Electric Company 
transferred to Pacific Power & Light | 
Company—May 19, 1915.” | 
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Exhibit 
No. Description 
40 Letter dated January 30, 1941 from Will 


41 


42 


43 


44 


T. Neill to James H. Flynn; letter dated 
January 27, 1941 from D. W. Jack to 
Will T. Neill; and ‘‘Statement of Ameri- 
ean Power & Light Company’s Cost of 
Performance of Agreement with Pacific 
Power & Light Company dated July 16, 
1930,” 

Statement of ‘‘Investment in the Com- 
panies and Properties transferred to Pa- 
cific Power & Light Company under 
agreement with Weld M. Stevens dated 
aly 23, 19ii0,”’ 

Statement entitled, ‘‘Pacific Power & 
Light Company, Reserve for Retire- 
ments (Depreciation) of Utility Plant as 
of December 31, 1936.’’ 

Tabulation entitled, ‘‘Pacific Power & 
Light Company, Reconciliation of 
Amended Reclassification Summary 
Statement of Commission Staffs with Re- 
classification Summary Statements as 
submitted by Company as of January 1, 
HOE 

Tabulation entitled, ‘‘ Pacific Power & 
Light Company, Analysis of Costs In- 
curred by American Power & Light Co. 
in 1910 Transaction.’’ 
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Exhibit 
No. Description 
45 Tabulation entitled, ‘‘Pacific Power & 


46 


47 


48 


49 


50 


ol 


Light Company, Amended Reclassifica- 
tion Summary Statement (Reflecting 
Adjustments of the Staffs of the Federal 
Power Commission and Public Utilities 
Commissioner of Oregon).’’ 

Tabulation entitled, ‘‘ Pacific Power & 
Light Company, Analysis of Account 
100.5, Electric Plant Acquisition Adjust- 
ments, January 1, 1937.”’ 

Statement entitled, ‘‘ Pacific Power & 
Light Company, Analysis of Account 
107, Electric Plant Adjustments as Ad- 
justed by Commission Staffs.”’ 
Exeerpt from annual report of Pacific 
Power & Light Company to Publie Utili- 
ties Commissioner of Oregon. 
Uniform System of Accounts for Elec- 
tric Utilities prescribed by Public Utili- 
ties Commissioner of Oregon, dated 1941. 
Uniform Classification of Accounts for 
Electrical Utilities, effective January 1, 
1925, preseribed by Public Service Com- 
mission of Oregon. 

1936 National Association of Railroad 
and Utilities Commissioners Uniform 
System of Accounts for Electric Utili- 
ties prescribed by the Department of 
Public Service of Washington. 
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Exhibit 

No. Description 

52 Tabulation entitled, ‘‘Pacific Power & 
Light Company, Retirement and Depre- 
ciation Reserve for the State of Ore- 
gon.”’ 

538 Tabulation entitled, ‘‘Pacific Power & 
Light Company, Retirement and Depre- 
ciation Reserve for the State of Wash- 
ington.”’ 

54 Tabulation entitled, ‘‘Pacific Power & 
Light Company, Analysis of Account 108 
as shown in Revised Statement B, Page 
Ae 


Note: Exhibits Nos. 52, 53 and 54 were 
received in the record after the hear- 
ing was adjourned by stipulation of 
counsel dated April 8, 1942 (Item 17 
herein). 


(5) The following documents, which were re- 
ceived in evidence by reference without as- 
signment of exhibit numbers: 


Description 
Petition of Public Utilities Commis- 
sioner of Oregon to intervene, filed with 
the Federal Power Commission on July 
21, 1941. 


Petition of American Power & Light 
Company to intervene filed with the Fed- 
eral Power Commission on August 28, 
1941. 
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(6) 
(7) 
(8) 
(9) 
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Description 
Annual Report (FPC Form No. 1) to 
the Federal Power Commission of Pa- 
cific Power & Light Company for the 
year ended December 31, 1937. 


Annual Report (FPC Form No. 1) to 
the Federal Power Commission of Pa- 
cific Power & Light Company for the 
year ended December 31, 1938. 


Annual Report (FPC Form No. 1) to 
the Federal Power Commission of Pa- 
cific Power & Light Company for the 
vear ended December 31, 1939. 


Annual Report (FPC Form No. 1) to 
the Federal Power Commission of Pa- 
cific Power & Light Company for the 
year ended December 31, 1940. 


Note: The Annual Reports are not in- 
cluded physically by agreement of 
counsel. 


Order to show cause and fixing date of hear- 
ing entered April 16, 1940 

Designation of Examiner Simpson to preside 
at hearing filed May 16, 1940 

Order to show cause and fixing date of hear- 
ing, ete., entered July 1, 1941 

Order permitting intervention of Public 
Utilities Commissioner of Oregon entered 
August 9, 1941 


(10) 


(11) 


(12) 


(13) 


(14) 


(15) 
(16) 


(17) 


(18) 


(19) 
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Order postponing hearing entered August 
9, 1941 

Order permitting American Power & Light 
Company to intervene entered September 16, 
1941 

Petition to intervene of Department of Pub- 
lic Service of Washington filed September 
23, 1941 

Designation of Trial Examiner Gray filed 
September 24, 1941 

Order permitting Department of Public 
Service of Washington to intervene entered 
September 26, 1941 

Pacifie Power & Light Company’s motion to 
dismiss filed September 29, 1941 

Pacific Power & Light Company’s answer 
to orders entered July 1 and August 9, 1941, 
filed October 7, 1941 (original answer said 
to have been filed September 29, 1941, with 
Examiner at hearing.) 

Stipulation of counsel relative to disposition 
of certain amounts and admitting in evi- 
dence Exhibits 52, 53 and 54 filed April 9, 
1942 

Opinion No. 84 and order directing account- 
ing entries, etc., entered and filed November 
24, 1942 

Pacifie Power & Light Company’s applica- 
tion for stay filed December 26, 1942 
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(21) 


(22) 


(23) 


(24) 
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Pacific Power & Light Company’s letter of 
transmittal dated December 24, 1942 and cer- 
tified copies of entries filed December 28, 
1942 

Pacific Power & Light Company’s applica- 
tion for rehearing filed December 31, 1942 
Intervener’s, American Power & Light Com- 
pany, application for rehearing filed Decem- 
ber 31, 1942 

Order extending time within which to file 
certified copies of entries required by order 
of November 24, 1942, entered December 31, 
1942 

Order denying applications for rehearing en- 
tered January 13, 1943 


All of which constitute the record of the Federal 
Power Commission in In the Matter of Pacific 
Power & Light Company, Docket No. IT-5611. 

In Witness Whereof, I hereunto subscribe my 
hand and cause the seal of the Federal Power Com- 
mission to be affixed this 5th day of April, 1943 
at Washington, D. C. 

[Seal] LEON M. FUQUAY 


Secretary. 


vs. Federal Power Commission 557 


[Endorsed]: No. 10386. United States Circuit 
Court of Appeals for the Ninth Circuit. Pacific 
Power & Light Company, and American Power & 
Light Company, Petitioners, vs. Federal Power 
Commission, Respondent. Transcript of the Rec- 
ord. Upon Petition for Review of Order of the 
Federal Power Commission. 


Filed April 12, 1948. 
PAUL P. O’BRIEN, 
Clerk of the United States Circuit Court of Ap- 
peals for the Ninth Circuit. 


In the United States Circuit Court of Appeals 
for the Ninth Circuit 


No. 10386 


PACIFIC POWER & LIGHT COMPANY, asi 
AMERICAN POWER & LIGHT COMPANY, 
Petitioners, 
Vs. 


FEDERAL POWER COMMISSION, 
Respondent. 


PETITIONERS’ STATEMENT OF POINTS 


Come now Pacific Power & Light Company and 
American Power & Light Company, petitioners in 
the above-entitled cause, and adopt the assignments 
of error set forth in Article XJ, and in paragraphs 
(1) to (15), inclusive, of Article XI, of their Peti- 
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tion for Review of Order of Federal Power Com- 
mission, filed herein on March 11, 1943, as their 
Statement of the Points on which petitioners in- 
tend to rely on the review in said cause. 


Dated April 30, 1943. 
JOHN A. LAING, 
HENRY 8. GRAY, 
L 
Public Service Building, 
Portland, Oregon 
Attorneys for Petitioner, 
Pacific Power & Light 
Company ; 
A. J. G. PRIESY, 
L 
Two Rector Street, 
New York, New York, 
ADRIAN L. FOLEY, 
L 
14 Wall Street 
New York, New York, 
Attorneys for Petitioner, 
American Power & 
Light Company. 
LAING GRAY & SMITH, 
Portland, Oregon; 
REID & PRIEST, 
WHITE & CASE, 
New York, New York, 
Of Counsel. 
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CERTIFICATE OF SERVICE 


I hereby certify that on April 30, 1948, I served 
the foregoing document, entitled ‘‘ Petitioners’ 
Statement of Points’’, upon the Federal Power 
Commission, by mailing a copy thereof, properly 
addressed, postage prepaid, to Charles V. Shannon, 
Hsquire, general counsel for the Federal Power 
Commission, at the office of said Commission at 
Washington, D. C. 


Dated at Portland, Oregon, this 30th day of 
April, 1943. 
JOHN A. LAING 
Of Attorneys for Petitioners. 


[Endorsed]: Filed May 38, 1943. Paul P. 
O’Brien, Clerk. 


No. 10386 


Guited States 
Circuit Court of Appeals 


For the Ninth Circuit. 


PACIFIC POWER & LIGHT COMPANY, and 
AMERICAN POWER & LIGHT COMPANY 


Petitioners, 
VS. 


FEDERAL POWER COMMISSION, 
Respondent. 


SUPPLEMENTAL 


Transcript of the Record 


UPON PETITION TO REVIEW AN ORDER OF THE 
FEDERAL POWER COMMISSION 


Rotary Colorprint, 590 Folsom St., San Francisco 
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In the United States Circuit Court of Appeals 
For the Ninth Circuit 


No. 10,386 


PACIFIC POWER & LIGHT COMPANY, and 
AMERICAN POWER & LIGHT COMPANY 
Petitioners, 
VS. 


FEDERAL POWER COMMISSION, 
Respondent. 


SUPPLEMENTAL CERTIFICATION OF 
TRANSCRIPT OF RECORD OF FEDERAL 
POWER COMMISSION 


I, Leon M. Fuquay, Secretary of the Federal 
Power Commission and official custodian of the 
records of said Commission, do hereby certify that 
the attached are true copies of: 

(1) Letter of August 10, 1943 from John A. 
Laing to Leon M. Fuquay, Secretary, Federal 
Power Commission, transmitting on behalf of Paci- 
fic Power & Light Company, certified copy of that 
company’s Journal Entry Voucher No. 519, dated 
July 27, 1943, transferring $4,121,981.41 from Ac- 
count 100.5, Electric Plant Acquisition Adjust- 
ments, to Account 107, Electric Plant Adjustments, 
in compliance with the provisions of Paragraph 
(A) of the Commission’s order of November 24, 
1942. (Vol. VIII, Page 2327.) 

(2) Pacific Power & Light Company Journal 
Entry Voucher No. 519. (Vol. VITI, Page 2328.) 


\ 
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(3) Letter of August 16, 1943 from J. H. Gut- 
ride, Acting Secretary of Federal Power Commis- 
sion to John A. Laing, acknowledging receipt of 
letter of August 10, 1943 and Journal Entry 
Voucher No. 519, both as described above. (Vol. 
VIII, Page 2329.) 

All of which completes the record of the Federal 
Power Commission in the Matter of Pacific Power 
& Light Company, Docket No. IT-5611. 

In Witness Whereof, I hereunto subscribe my 
hand and cause the seal of the Federal Power Com- 
mission to be affixed this 24th day of August 1943, 
at Washington, D. C. 

(Seal) LEON M. FUQUAY 

Secretary. 


[Endorsed]: Filed Aug. 30, 1943. Paul P. 
O’Brien, Clerk. 
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(Vol. VIII, page 2327) 


Laing Gray & Smith 
Law Offices 
Public Service Building 

Portland, Oregon 
John A. Laing 
Henry S. Gray 
Allan A. Smith 
Frederic A. Fisher 
Francis F. Hill 

August 10, 1948 

Federal Power Commission Aug 12 1948 Re- 

ceived. 


Received Aug 13 1943 Division of Original Cost. 


Mr. Leon .M. Fuquay, Secretary 
Federal Power Commission 
Washington, D. C. 


Re: Pacific Power & Light Company 
FPC Docket No. IT-5611 


Federal Power Commission Docketed Aug 12 
1943 Docket Section Seeretary’s Office. 

Dear Sir: 

In behalf of Pacific Power & Light Company, we 
are transmitting herewith certified copy of that 
company’s Journal Entry Voucher No. 519, dated 
July 27, 1943, recording compliance by the com- 
pany with the provisions of Paragraph (A) of the 
Commission’s Order of November 24, 1942, requir- 
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ing the company to transfer from Account 100.5 to 
Account 107 the amount of $4,121,981.41. 

The company’s compliance with this paragraph 
of the Order eliminates Paragraph (A) from the 
issues presented by the Petition for Review of this 
order filed in the United States Circuit Court of 
Appeals for the Ninth Circuit, and will have the 
effect of limiting the issues on that review to the 
questions involving Paragraphs (B) and (H) of 
the Order, and Paragraph (O) as applied to Para- 
graphs (B) and (H), relating to the ‘‘disposition”’ 
of the amounts now recorded in Account 107 and 
Account 100.5, respectively. 

We are sending copies of this letter, with copies 
of the Journal Voucher, to Charles V. Shannon, 
General Counsel for the Commission, and to Messrs. 
A. J. G. Priest and Adrian L. Foley, counsel for 
American Power & Light Company, one of the peti- 
tioners in the pending review. 

Very truly yours, 
/s/ JN. A. LAING 
Acknowledged Aug 12 1943 Secretary. 
Received Aug 13 1943 Accounts, Finance & Rates. 
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Via Air Mail 
(Vol. VIII, page 2329) 


In the Matter of 
Pacific Power & Light Company, 
Docket No. I'T-5611 
Aug 16 1943 
John A. Laing, Ksq., 
Public Service Building, 
Portland, Oregon. 


Dear Mr. Laing: 

This will acknowledge receipt of your letter of 
August 10, 1948, transmitting, on behalf of Pacific 
Power & Light Company, a certified copy of that 
company’s Journal Entry Voucher No. 519, dated 
July 27, 1948, transferring $4,121,981.41 from Ac- 
count 100.5, Electric Plant Acquisition Adjust- 
ments, to Account 107, Electric Plant Adjustments 
in compliance with the provisions of Paragraph 
(A) of the Commission’s order of November 24, 
1942, in the above-entitled matter. 

As you state, this compliance with Paragraph 
(A) of the order of November 24, 1942, eliminates 
such Paragraph from the issues presented by the 
Petition for Review of the order, filed in the United 
States Circuit Court of Appeals for the Ninth Cir- 
cuit (Pacific Power & Light Company, et al. v. 
Federal Power Commission, No. 10368). The effect 
of this compliance, however, on the issues presented 
by the Petition for Review as they relate to Para- 
graphs (B), (H) and (O) of the order is a matter 
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for legal argument and this letter is not to be con- 
strued as an acquiescense in the views expressed in 
your letter. 
Very truly yours, 
/s/ J. AH. GUTRIDE 
Acting Secretary. 
ec—A. J. G. Priest, Esq., 
c/o Reid & Priest, 
2 Rector Street, 
New York, N. Y. 


Adrian L. Foley, Esq., 
c/o White & Case, 

14 Wall Street, 

New York, N. Y. 


[Endorsed]: No. 10386. United States Circuit 
Court of Appeals for the Ninth Circuit. Pacific 
Power & Light Company and American Power & 
Light Company, Petitioners, vs. Federal Power 
Commission, Respondent. Supplemental Transcript 
of the Record. Upon Petition to Review an Order 
of the Federal Power Commission. 


Filed August 31, 1943. 
PAUL P. O’BRIEN. 
Clerk of the United States Circuit Court of Ap- 
peals for the Ninth Circuit. 


